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GIRL: “Look, Boss, I don’t think you’re really mean because you 
want me to retype those letters—but you're certainly short- 
. sighted!” 

BOSS: “Let us say I just can’t read those carbon copies of yours 
because they’re so grubby and blurred!” 

GIRL: “But that’s what I mean! Now, if you'd buy me some 
Roytype Park Avenue Carbon Paper—all your carbons would 
look like this... 








It's clear, neet, and sasy to read because it's 
made with deep~inked *Roytype Park Avenue Carbon 












a 
a ° ’ « ’ ° > 

Ay GIRL: “And don’t think I can’t spell ‘neat,’ either. It’s spelled 

wrong here just to show you how a Roytype copy takes erasures! 

Watch closely, chief!” 





BOSS: “You've convinced me of Roytype’s magic! So order 
Roytype Park Avenue Carbon Paper for the office right away!” 
«GIRL: “Gosh, Boss, if you'd really like to cement our office ties, 
7 just let me add Roytype Typewriter Ribbons to that order. Roy- 
type Ribbons are made witha special process that permits the ink 
: to flow through the fabric into the used parts. This very reliable 
y. original was typed with Roytype Ribbon.” 

< 


“ 





( \ 
BOSS: “Okay, okay. What’s a secretary ROYTYPE 


without the proper attitude toward her Kibbons and Carbon Paper 
boss?” 
made by the 
See your Royal Representative or 
~> Roytype Dealer today. Buy on ROYAL 
the Coupon Plan and save money. TYPEWRITER COMPANY 


2 Park Avenue, New York 16, N.Y. )} 











*Trade-mark Registered U. S. Pat. Off. 


Copr. 1945, Royal Typewriter Company, Inc, 


















Mean? Not a bit of it. They just 
mean it when they say office costs 
should be watched with care. 

We know how controllers feel 
because we have one. He says it’s 
wise to keep costs down. He says 
it’s wise to listen to money saving 
ideas. And he says Roytype rib- 
bons and carbon paper save 
money. 

Call Royal. Our Controller 


may be right. 
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INTERNATIONAL ACCOUNTANTS SOCIETY, inc. 
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to 
Candidates (| | 
for the ee lie 
EXAMINATION 


IAS offers to qualified 
accountants a C. P. A. 
Coaching Course which 
has produced outstanding 
results. The enrollment fee 


is $42.00. For full partic- 


ulars address a letter to: 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD 


CHICAGO 6, TLLEINGTS 
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Which one is the BLUEPRINT TO LEADERSHIP? 


«++ fo maintained employment and profits in the period ahead? 


r l HERE'S one thing you can nail down about the period 

ahead. The companies that succeed in marketing a 
better product than their competitors at the same price— 
or as good a product at a lower price—are the ones who 
will forge to the front. 


More important, those who succeed in producing more 
for less, in putting more and better products within reach 
of more and more people, will be the solid props beneath 
maintained buying power and a high level of national 
employment. 


HOW can you offer more for less? 


Take a look at what happened in many a busy war plant. 
Determined to make better use of men, materials and 
machines, they discovered an unexpected “frontier” for 
further cost reductions. They found that inefficient record 
systems of control were not only putting hurdles in the 
way of rush delivery schedules but were adding a heavy 
burden to costs, direct and indirect. 


Paper-work Simplification showed the way to improve 





procedures ...streamline the writing and handling of 
forms ... and eliminate waste not only in paper work but 
in every physical activity of business. 


Can you make such savings? 


Frankly, we don’t know. But your local Standard Register 
Representative has the experience, facilities and tested 
techniques, to help you find out. Our method of approach 
to your paper-work problems gets at the facts and arrives 
at the answers in a minimum of time and without upset- 
ting office routine. Why not get full information now? 
No obligation, of course. 





9ooo0oe9089 8 


THE STANDARD REGISTER COMPANY 


Manufacturer of Record Systems of Control for Business and Industry 
DAYTON 1, OHIO 


Pacific Coast: Sunset McKee-Standard Register Sales Co., Oakland, California. Canada: R. L. Crain, Ltd., Ottawa. London: W. H. Smith & Son, Ltd. 
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Introducing This M ail ’s Authors 











MR. BURBOTT 


It is fitting that the current issue of THE 
CoNTROLLER carry another article by Mr. Bur- 
bott on controllership. As current president 
of the Controllers Institute of America, he 
has rendered notable service in furthering the 
understanding of the concept of modern con- 
trollership, a concept that is yet to be fully 
evolved, as Mr. Burbott indicates in his arti- 
cle. For further information on Mr. Burbott’s 
thoughts in this field, as well as details of his 
business career, the reader is referred to the 
October, 1944 issue of THE CONTROLLER. 

Mr. Burbott is controller and director of 
A. B. Dick and Company, of Chicago, with 
which he has been connected since March, 
1921. 

Elected to the presidency of the Controllers 
Institute at the thirteenth annual meeting of 
the organization, in Chicago in September, 
1944, Mr. Burbott had long been identified 
with it, having been elected to membership 
in May, 1934. He is holder of membership 
certificate number 316 in The Institute and has 


(Underwood & Underwood) 








DUDLEY 





served on its National Board of Directors since 
September, 1942. He was vice-president of The 
Institute for two years prior to his election to 
the presidency and held the position of presi- 
dent of the Chicago Control of The Institute 
during the 1941-42 term. 


With the restraint that is a professional 
characteristic of a member of the Bar, Mr. 
Dudley in reporting about himself declares: 
“I am a member of the Bar of the District of 
Columbia and have been practicing here since 
1925, first as a member of the firm of Roper, 


. Hagerman, Hurrey and Parks until 1933, then 


individually from 1933 to 1944, and since 
August 1, 1944, as a member of the firm of 
Dudley, Jones and Ostmann. I have specialized 
in federal taxation throughout my professional 
career.” 


It is now a year and a month since Mr. 
Howell, author of the opening paper in this 
issue, was named Chief of the Policy Branch, 
Purchases Division, Headquarters, Army Serv- 
ice Forces. He held that position from July 
1944 until June 28, 1945, when he was named 
Assistant Director for Pricing of the ASF 
Headquarters’ Purchases Division, being desig- 
nated at the same time to perform a similar 
function for the Army Air Forces in the Office 
of the Under-Secretary of War. 

Mr. Howell thus can discuss War Depart- 
ment pricing policies with authority for he is 
in charge of pricing policies affecting all War 
Department procurement, supervising both ASF 
and AAF activities, in individual contract pric- 
ing, the company pricing program, preparation 
of the War Department index of contract 
prices, and coordination of pricing control and 
rationing between the War Department and the 
Office of Price Administration. 

A Certified Public Accountant and a mem- 
ber of the Massachusetts Bar, Mr. Howell was 
controller of the Grinnell Corporation of Prov- 
idence, Rhode Island, before accepting his post 
with the War Department. During the 1940- 
41 term he served as national president of 
the National Association of Cost Accountants. 


Well known to readers of THE CONTROLLER 
is Mr. McAnly whose most recent appearance 
prior to this month’s was in the March, 1943, 
issue, in which he discussed the ‘Preparation 
of Financial and Related Data for Renegotia- 
tion.” 


(U. S. Army) 
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MR. HOWELL 








MR. McANLY 


A Certified Public Accountant of Ilinois and 
several other states, he has been associated 
with ~Ernst & Ernst in Chicago for the past 
twenty-five years, being a resident partner at 
the present time. His time has been devoted 
almost exclusively to the supervision of special 
services of his firm. 

Vice-president and business editor of ‘‘Finan- 
cial World,’’ Weston Smith probably is best 
known for his annual surveys of stockholder 
annual reports, regarded as the measure of 
progress in this field and reviewed within the 
past few years before meetings of the Con- 
trollers Institute of America, National Asso- 
ciation of Manufacturers, The New York Em- 
ploying Printers Association and other groups. 

Mr. Smith has also contributed to the ‘“Pub- 
lic Relations Directory and Year Book,” an 
article on “Fundamentals in Stockholder Re- 
lations,” together with a check list of the re- 
sponsibilities and opportunities of management, 
in addition to being the author of “A Guide 
to Preparing a Modern Annual Report’ and 
“Dividend Notices as Institutional Advertise- 
ments,” among other articles in this field, in 
which he specializes. He is currently serving as 
a vice-president and director of the National 
Association of Public Relations Counsel. 

—PAUL HAASE. 


(Kaplits) 
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E-dttortal Comment 


Annual Meeting of Controllers Curtailed 


OR the first time since the controllers of business 

and other undertakings in the United States formed 
their national organization, the Controllers Institute of 
America, late in 1931, the annual assemblage of mem- 
bers will, by force of circumstances, have to be omitted 
this year. The annual convention is a war casualty un- 
der the travel restrictions now in force. 

To meet the requirements of the By-Laws of The In- 
stitute, a small group of members, bearing the proxies 
of their fellow-members, will meet in Chicago on Sep- 
tember 24. Reports of officers and committee chairmen 
will be received, a class of seven new directors will be 
elected, officers will be chosen, and a small portion of 
the day will be devoted to a general assembly which 
will be made up mostly of members of The Institute 
in the Chicago area, who will be in a position to attend 
under the travel regulations. 

Each of the thirty-six Controls of The Institute is 
being asked to designate a representative to attend the 
annual meeting. The official limit on the number of 
people who may travel from other sections of the 
country to Chicago is fifty. 

Efforts will be made to organize meetings of Controls 
at approximately the same time that the official annual 
meeting of members of The Institute is being held in 
Chicago, with subjects set up for discussion which 
would ordinarily have been included in the three day 
program of a normal convention of controllers. Thus, 
it is expected there will be produced for dissemination 
among members of The Institute, and controllers gen- 
erally, information concerning the latest problems 
which are being faced by controllers. These “proceed- 
ings,” so to speak, will be published in the columns of 
this magazine, and possibly under separate cover in 
pamphlet form. Either or both methods will be em- 
ployed. 

Controllers have developed a remarkably strong 
fraternal spirit during the past fourteen years and have 
made many new acquaintances and friends in distant 
parts of the country. Their vision and outlook have 
been broadened by these contacts with controllers from 
other sections of the country, and by discussions of 

common problems. Omission of the annual convention 
this year will be regretted by controllers as a whole, but 
will be accepted as a war-time necessity. The bonds be- 


tween controllers are now so closely knit and so firmly 
established that the progress of development of their 
calling will not be seriously interrupted by the can- 
cellation of the usual national gathering. These assem- 
blages have been attended by fifteen hundred or more 
persons in recent years, which is indicative of the value 
that was placed on them by controllers and finance of.- 
ficers of the larger business concerns of the country. 

The officers of the Controllers Institute of America 
will be on the alert to schedule a national meeting just 
as promptly as the travel restrictions are relaxed, and 
conditions will permit. 


Another Burden Placed on Industry by SEC 


HE Securities and Exchange Commission has im- 

posed another burden on business by adoption of 
two rules on July 23, the first of which requires the 
filing with the Commission of details of any war con- 
tract cancellation if the value of the business covered 
by the terminated portion of the contract amounts to 
twenty per cent. or more of the total sales of the com- 
pany for the previous fiscal year. This report must be 
mailed promptly on the heels of receipt by the com- 
pany of the notice that the termination becomes effec- 
tive. 

The second rule provides that listed companies with 
war business amounting to more than twenty-five per 
cent. of total sales in the last fiscal year must report the 
dollar value of unfilled orders at the beginning and 
end of each fiscal quarter, and the dollar amount of 
sales during the period, showing separately sales under 
war contracts. This report must be made within thirty 
days of the close of a period. 

These rules were adopted in the face of strong rep- 
resentations against such action, the most concise objec- 
tions being those which were made by the Controllers 
Institute of America. It is the controllers of industrial 
concerns, of course, who will have the burden of com- 
piling the new sets of figures and filing them with the 
Commission. Drafts of the rules, distributed for com- 
ment to trade associations, attorneys, accountants and 
government agencies, as well as to controllers, brought 
no objections of moment from the various groups 
named, other than controllers. This was not surprising, 
as it was controllers who were primarily affected. 
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The Committee on Cooperation with the Securities 
and Exchange Commission, of the Controllers Institute 
of America, was unanimous in voicing its objections to 
the proposed new rules, which were sent out for com- 
ment on April 18. It was pointed out by The Institute’s 
Committee, in a communication to the Corporate Fi- 
nance Division of the Commission, that The Institute's 
objections were not merely a matter of protest against 
the idea of making additional monthly and quarterly 
reports, as the rules were originally drawn. The con- 
trollers seriously endeavored to assess the benefit of 
the proposed reports in relation to the cost, and found 
the benefits to be negligible. 

The controllers asked the question whether any in- 
yestor buys or holds securities in ignorance of the fact 
that all war contracts are to be terminated. 

Controllers pointed out that because of the large 
number of individual orders which individual concerns 
receive, it will be a hardship to tabulate the informa- 
tion. In some instances, controllers reported that com- 
panies find it difficult to determine whether an order 
is to be considered a part of a war contract. 

One controller expressed his opinion that the annual 
corporation reports, and service reports available un- 
der the present system of reporting, should furnish 
stockholders and investors with sufficient information 
concerning a corporation’s war contracts which are 
subject to termination at any time, and the effect such 
terminations would have upon its financial status. The 
thought prevails among controllers that investors 
must, from information presently available, be aware 
of the effect sudden terminations will have upon the 
financial status of companies. 

Another controller expressed the thought that this 
is a problem for management only, and should be 
dealt with by the various companies in their quarterly, 
semi-annual, or annual reports to the stockholders. 
This controller said that in the case of his company it 
is quite a problem to know at all times how much war 
contracts the company has on its books. A requirement 
such as this will make it necessary to spend consider- 
able clerical effort to get the information, adding more 
work to the already burdened office staffs. 

It is pointed out also that cancellations of war con- 
tracts of any consequence are usually reported by the 
press long before such information would become 
available through the medium of reports to the Securi- 
ties and Exchange Commission on form 8-K. 

It was pointed out specifically by controllers, in 
their communication to the Commission, that the in- 
formation would be merely misleading because it 
would be one-sided and the cancellations be offset, at 
least partially, by peace-time revenue. 

Other factors which were pointed out to the Com- 
mission included the point that because contracts call 
for delivery in the future, the termination has no im- 
mediate effect on production schedules. 

Another controller spoke of the questions presented 
by what he termed “split operation.” His company is 
making machine tools, also other war material. He 
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points out that the company might get severe cutbacks 
in its war material contracts, and at the same time get 
increased business in machine tools. It would havé to 
report the cutbacks and not the increased machine tool 
orders. 

These new rules of the Commission undoubtedly 
emphasize temporarily, transitional conditions which 
will in no way affect the long-time post-war outlook of 
the companies involved. 

The objections of the controllers to the proposed 
rules were further discussed in a conference held in 
New York City on June 14, with representatives of the 
Securities and Exchange Commission. The objections 
made by the controllers, both in their written memo- 
randa to the Commission, and in the conference in 
New York City, at least resulted in the simplification 
of the drafted rules, the addition of instructions for 
special types of contracts, and the use of estimates 
where it is impracticable to furnish exact information 
as to certain of the items in the report. 

Controllers will, of course, take this new burden in 
their stride. Undoubtedly, meetings will be scheduled 
in the principal cities throughout the country for a dis- 
cussion of the rules when any underlying regulations 
which may be issued are available. 


An Encouraging Curiosity 


| gaeaes are constantly asking about controllership, 
what it is, how it works, what a controller does, 
where he ranks in his company, and the like. It is an 
encouraging sign. This curiosity about controllership 
must develop eventually into a constructive force for 
the betterment of business practices. 

Here is what the Controllers Institute of America 
is telling inquirers: 

“Controllership may be defined rather baldly, as one 
of our members says, as the function which embraces 
the recording and utilization of all the pertinent facts 
about a business. This is true so far as it goes, but 
controllership these days is considered as a vital and 
constructive factor in business management. 

“The controller must see to it that the data which 
he presents to management as a basis for controlling 
operations and formulating policy are correctly inter- 
preted by those who are to be guided by them. This 
requires not only clarity in presentation but also an 
understanding of the viewpoints of his associates in 
management. The controller, therefore, must be adept 
in dealing with many different types of personality and 
temperament, which means that he must be tolerant, 
practical, and flexible in his thinking, while at the same 
time holding fast to the principles and policies which 
he knows to be sound.” 

This, of course, is in addition to the seventeen duties 
which The Institute has defined as the basis of control- 
lership. It is helpful to controllers to review them 
occasionally, but controllership can not be put in a 
straight jacket. “Don’t fence me in” might be regarded 
as a good theme song for controllers. A.R. T. 











The objective of War Department 
pricing policy is to obtain the materiel 
the services required for the prosecu- 
tion of the war at fair and reasonable 
prices and to carry out the intent of 
Congress as expressed in pertinent 
legislation. 

Prices always have a profound effect 
on the economy, and the pricing of the 
huge volume of war production inten- 
sifies it many fold. The pricing policy 
of the War Department is designed: 
(1) to obtain fair prices on contracts 
and to prevent excessive profits, (2) to 
provide incentives for maintaining ef- 
ficiency, and reducing costs and attain- 
ing maximum production, (3) to avoid, 
so far as possible, any acceleration be- 
cause of price of the inflationary effect 
of the huge quantity of government 
buying. 

From the standpoint of the public, 
sound war procurement pricing and the 
salutary effects produced by it are a 
major concern. The overwhelming por- 
tion of tax revenue and borrowing is 
going to pay for government contracts 
and the best form of tax relief is a re- 
duction in expenditure. Further, the 
public is interested in the efficiency and 
virility of its industrial organization. 
Ability to stand the shock of the elim- 
ination of government expenditure for 
war procurement and of post war con- 
tingencies is a matter of vital concern 
not only to the corporation itself but 
to the whole public. 

Ordinarily, real competition would 
play a larger part in determining what 
is a fair and reasonable price. Of course, 
competition even in normal times is 
sometimes more apparent than real or 
is concerned with other factors than of 
profit is entirely too high for the gov- 
ernment to accept the civilian prices 
which appear to be quoted competitively 
in view of the direction of Congress to 
éliminate excessive profits. In other in- 
dustries there has been a stabilization of 
price levels so that price is not too 
greatly affected by the striving for the 
business. In many other industries price 
levels have been established against 
bases originally computed under NRA 
which was designed to set a floor under 
prices. In the various industry codes 
fixed costs were distributed over a fairly 
pessimistic estimate of available volume, 
and prices which have stabilized around 
such a base are bound to produce ex- 
cessive profits under wartime conditions 
of procurement. In some industries the 
government has been classified as a 
consumer to be charged retail prices. 
Such prices, even though they appear 
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to be competitively quoted, are not fair 
and reasonable for the government to 
pay because they are designed to pro- 
tect a distribution set-up which in most 
cases is incapable of servicing the gov- 
ernment’s wartime needs. 

But even in industries where real 
competition for government business 
would have produced satisfactory prices, 
it has not been available. The needs of 
the government are so great that the 
entire capacity of a given industry is 
usually insufficient to supply the needs. 
When the contractor has all the business 
he can handle, the type of pricing which 
prevails when there is not enough busi- 
ness to go around and there is inde- 
pendent striving for it, does not exist. 

As a substitute, therefore, for what 
help real competition for government 
business would have given in obtaining 
fair and reasonable prices, administra- 
tive controls were established. These 
controls center around the fact that the 
price must be negotiated. 

Efforts are made to obtain sound 
estimates in the first instance upon 
which a fair price may be based. As an 
indication of the accuracy of the esti- 
mating system it has been found that 
the renegotiation report is useful, par- 
ticularly where it indicates that the ac- 
tual gross profit rate obtained on com- 
pletion of the job greatly exceeds that 
estimated on the cost break-down fur- 
nished at the time the contract is taken. 
Similarly current operating and profit 
and loss statements are useful for the 
same purpose. 

It is recognized that estimating the 
cost of a great many of the items needed 
for. war is extremely difficult. New 
products are required to be made by 
people who have had no experience in 
lines even remotely similar. Uncer- 
tainty as to the continuance of the sup- 
ply of raw materials and the use of un- 
tried substitutes, together with the 
employment of new and untried labor, 
all add to the difficulty of the problem. 
Uncertainty as to the volume involved 
makes fixed cost allocations more haz- 
ardous. 
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These difficulties are recognized and 
provided for in a variety of ways. When 
the project is one that involves a haz. 
ard which no contractor could under. 
take, it is quite often run as a govern- 
ment-owned, government-operated plant 
with the contractor getting a manage. 
ment fee. In other cases the contractor 
runs the plant and is reimbursed under 
a cost-plus-a-fixed-fee contract. These 
cost-plus-a-fixed-fee contracts, while 
they do not promote extravagance, 
nevertheless are unsatisfactory because 
they give little inducement or incen- 
tive to avoid extravagance and the bur- 
den is placed on contract administra- 
tion to keep costs down. As a result they 
are now being converted and new ones 
are not being entered into except in 
special categories. 


INCENTIVE TYPE CONTRACT 


An attempt to combine something in 
the nature of a maximum price contract 
with an incentive to reduce cost is found 
in the so-called incentive type contract. 
A ceiling price is set which makes rea- 
sonable allowances for contingencies. 
For costs above the ceiling price the 
contractor is not reimbursed. Below the 
ceiling price down to the target price 
he is reimbursed his cost with a grad- 
ually increasing margin of profit, which 
margin increases to pick a substantial 
percentage of all savings below the tar- 
get price. 

Other attempts to meet the hazards of 
estimating are found in the various price 
revision clauses which permit the initial 
price in the contract to be adjusted in 
many different ways. Some of the price 
revision clauses operate retroactively as 
well as prospectively; some call for te- 
vision on demand and others for revi- 
sion at periods agreed to in the con- 
tracts. All of these price revisions, ex- 
cept those for experimental contracts, 
have to take place before the contract 
is so far along in performance that a 
price revision would result in a cost- 
plus operation. 

Entirely aside, however, from the in- 
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THE GOVERNMENT AS CUSTOMER 


Billions of dollars have been spent acquiring material to prosecute the war. 
The pricing policy involved in this program is explained in this paper by Mr. 
Howell, presented at the May 9 meeting of the Baltimore Control. Mr. Howell is 
chief of the policy branch of the purchase division, Headquarters Army Service 
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herent difficulties in estimating prices 
for war production there are many 
errors which can be avoided. The most 
common are probably these: 

Starting costs and tooling costs are 
often over-estimated and over-recovered. 
It is relatively simple to set up in the 
original estimate a separate amount for 
starting costs and for tooling costs and 
to show the manner in which the total 
amount is planned to be recovered over 
a given number of units. A separate 
record should then be kept which shows 
how close the actual expenditure comes 
to the estimate, together with a record 
of the billings of the production which 
would show how much has been re- 
covered so that the recovery is not du- 
licated. 

Another error is using wrong rates 
for labor and material and for produc- 
tion, (or burden, or cost), center over- 
heads. Quite often these rates are based 
upon prior years’ operations and are 
not corrected to take care of the much 
broader base over which the charges 
could be absorbed. Rates established 
against budgets of expense and pro- 
jected basis are all too rare. 

The mis-application of overhead is a 
common error. On occasion elementary 
principles of cost accounting are ignored 
in the development of overhead allo- 
cations. It is not uncommon in a shop 
which is producing both civilian and 
government work and having widely 
distinct and separate operations to find 
the total overhead spread on the basis 
of labor or labor and material when it is 
obvious that production center rates 
ate required. This results in a complete 
distortion of costs particularly if the 
government contract requires mostly 
manual labor while civilian products 
are made on machinery. 

Even greater mis-applications occur 
in the allocation of selling expense, ad- 
vettising expense and other adminis- 
trative items particularly when the con- 
tractor is continuing to sell his civilian 
line of product. 

For a contractor performing both 
government work and supplying his 
civilian trade it would appear that 
sound allocation of such costs to gov- 
efament business would require that 
from the total amount of the expense 
involved there should be excluded any 
large expenditures for projects, pro- 
gfams or activities not related to gov- 
‘tament contractors nor appropriate to 
the performance of government busi- 
tess. There are many expenses which 
are necessary to keep the contractor in 
operation as a going business and if the 
government should want to maintain 
this source of supply, particularly if 
there should be a gap between awarding 
‘ontracts, it is reasonable that some of 


these costs should be borne by the Gov- 
¢mment, F 
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However, there is no reason to make 
a blanket pro-ration over civilian and 
government business of advertising, 
selling or other costs for projects which 
are completely unrelated to government 
business. 

There should also be excluded items 
which have been or will be specifically 
reimbursed under any cost-plus-a-fixed- 
fee contract the contractor may have. 

From the total that is left non-gov- 
ernment business should absorb its usual 
normal amount or ratio. Many alloca- 
tions have been made to government 
business in such a way that civilian busi- 
ness has been charged at a very much 
lower rate of expense than has even 
been shown in pre-war years or most 
optimistically estimated for tee 
years. The type of allocation is obviously 
wrong which charges the civilian busi- 
ness with 3 per cent. for selling and 
advertising expense while all the rec- 
ords of prior years show that the civilian 
business had never moved at an ex- 
pense of that type of less than 12 per 
cent., and there has been no change in 
the actual cost of distributing the line. 

In many instances it seems reasonable 
to accept the cost and overhead alloca- 
tions used to support the price of ci- 
vilian goods under OPA ceilings as a 
starting point in considering the prob- 
lem of proper allocation of overhead 
to government contracts. Many indus- 
tries file their cost reports for products 
having ceiling prices showing the 
normal pre-war distribution of over- 
head pm cost against the products in- 
volved. This is a sound thing to do be- 
cause if these costs are lowered by the 
inclusion of a large but temporary vol- 
ume of government business the civilian 
line will show an excess of profit and 
misleading conclusions as to prices may 
result. If, as a result of mistaken ideas 
as to the intrinsic profitableness of the 
line unit prices are lowered these new 
prices might well carry over into the 
post war period and represent a serious 
loss inasmuch as the ordinary budget of 
expense would have to be borne by the 
civilian business as there would be no 
government business to take care of it. 
It seems to be good sound business as 
well as good accounting to charge gov- 
ernment business with the differential 
cost only or in any event to make cer- 
tain that civilian business carries the 
normal amount or ratio as well as any 
additional amount for special programs 
or projects concerned solely with ci- 
vilian business. 

The next common fault is in excessive 
allowances for contingencies. Sometimes 
these contingencies are shown specif- 
ically and separately and when that hap- 
ag special arrangements can ordinarily 

e made to take care of them. In other 
cases they are included in a profit mar- 
gin which is higher than is fair and rea- 
sonable or that which was allowed in 
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renegotiation. In other cases the con- 
tingency allowance manifests itself in 
loading cost components in the esti- 
mate. For instance the percentages for 
shrinkage and waste and scrap are 
boosted and the allowances for labor 
have percentages added to take care of 
some unknown contingency, etc. 

Probably this practice of providing 
for contingencies which often never 
materialize is more responsible than any 
other one thing for the much greater 
actual profit realized over the estimated 
profit originally figured. 

The War Department takes the posi- 
tion that the contractor should be pro- 
tected against special war-time risks but 
not against his normal business risks, 
which in dealing with the government 
are greatly reduced in any event. 


SPECIAL RISKS 


As for the special war-time risks, the 
War Department feels that it would 
prefer to underwrite them rather than 
have the contractor provide for them in 
some haphazard manner which is bound 
to result in much higher prices than are 
really necessary. The War Department 
underwrites these contingencies by in- 
cluding in the contract an appropriate 
price revision clause. A special clause 
covers the contingency of a War Labor 
Board decision retroactively adjusting 
wage rates. Other price revision clauses 
permit a review, after the job has got 
started, of the actual cost being experi- 
enced. At this time it would usually be 
known whether or not the anticipated 
contingencies had occurred. 

Experience with the checking of cost 
breakdowns and the allocations of over- 
head shows that there is a vast need for 
improvement in cost accounting tech- 
nique not alone for distribution costs, 
which we know has been neglected, but 
for manufacturing costs. In many in- 
stances standard cost systems fell down 
completely due to the lack of personnel 
to set new standards or due to the lack 
of personnel to set new standards or due 
to such a free and easy adjustment of 
standards that they lost all value for 
control purposes. In fact, they con- 
tained in many instances loadings or 
contingencies because they were going 
to be used for computing prices that 
destroyed their value for control as well 
as for estimating purposes. Of more im- 
portance is the fact that while a stand- 
ard cost system provides data which 
are ordinarily preferable for the prep- 
aration of estimates, this is only true if 
the variances are properly treated and 
distributed. For financial accounting 
purposes there may be many reasons to 
write off the variances in an arbitrary 
manner or to prorate them over the en- 
tire output or to treat them in some 
other blanket fashion. But that proce- 
dure has no bearing whatsosever on 
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sound cost accounting. Ordinarily the 
source material from which the variance 
accounts are built up will permit proper 
distribution of the specific variance to 
cost groupings and production centers 
and thus to specific lines of output and 
to government contracts. The standard 
cost system is only suitable for use in 
estimating if the variances are distribu- 
uted in such a way that a close approxi- 
mation of the results of an actual cost 
system are obtained. It is extremely un- 
fortunate that the arbitrary distribution 
of the balances in the variance accounts 
has led to so many errors that many 
companies have reverted to the use of 
actual cost systems. As a consequence a 
terrific mass of record keeping, delayed 
reports and the development of a huge 
weight of historical data have occupied 
the limited personnel which could have 
been better employed analyzing the 
quantitative data upon which estimates 
are based and making projections of 
expense, costs and volume. 

The correction of policy and estimat- 
ing faults ordinarily takes place when the 
contracting officer negotiates the price of 
a proposed contract. However, it became 
apparent that in some cases each con- 
tract that came up revealed the same 
type of error or unreasonable price. 
Contractors were reported by several 
different services or agencies of the 
government to be presenting prices 
which were completely out of line. This 
was further substantiated by the re- 
negotiation reports of these contractors 
which showed that substantial recap- 
tures had been made even though the 
profit shown on the estimated cost 
breakdowns had in many cases been fair 
and reasonable. It was apparent that the 
contractor's pricing policy or his pro- 
cedures were at fault. It would be ex- 
tremely difficult for the War Depart- 
ment or for the other government 
agencies to correct this condition if each 
service and agency attempted to do it 
piecemeal on each contract as it arose. 
It likewise is burdensome on the con- 
tractor. There was a need for coordina- 
tion of all of the services and the gov- 
ernment agencies so that at a single 
over-all review with the contractor, 
which would save him a great deal of 
time and annoyance, his entire pricing 
policy and estimating system could be 
corrected. 

A good many of these reviews have 
been made and the types of errors cor- 
rected included the following. The con- 
tractor did not have a clear idea of the 
proper profit margin to add in order to 
conform to the laws passed by Congress 
which state that war production should 
be fairly and reasonably priced without 
excessive profits. Accumulations of ex- 
cessive profits do not always arise be- 
cause the contractor wants to “make a 
killing,” but often because he has been 
used to selling in a market which sup- 
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ports a very high margin profit. On 
other occasions his industry has con- 
tinued to classify the Government as a 
retail purchaser, in this manner pro- 
tecting the price structure of a chain of 
distribution which, in procurements of 
the size and nature the government is 
making in wartime, could perform no 
useful service. The second type of error 
was failure to use current rates for 
estimating. Quite often the rates used in 
estimating were based on the prior 
years profit and loss statement. It 
should have been fairly obvious that 
with the quickly changing conditions 
any figures for the prior period were 
likely to be inaccurate. As a result of 
these discussions the estimating rates 
are corrected and if possible are based 
upon projections for the ensuing period 
of the costs and expenses and bases of 
allocation. Wherever possible a record 
is instituted which shows the amount 
being recovered on current bookings of 
business so that if it is apparent that 
there is going to be an over-recovery 
the estimating rate can be promptly 
corrected.! As there is ordinarily a sub- 
stantial length of time between the clos- 
ing of a contract and its completion, 
it can be seen that overhead rates based 
on billings for completed work are 
usually utterly unrelated to the period 
for which contracts are being negoti- 
ated. 

This program of over-all review is 
carried out by a single service or gov- 
ernment agency which obtains delega- 
tions of authority from all other inter- 
ested services and government agencies. 
It, therefore, is expeditious and econom- 
ical of the contractor’s time. It did in 
many cases work out such a correction 
of policy and estimating practices that 
no further difficulty was experienced 
with the contractor's estimates and 
prices. 

This program is known as the com- 
pany pricing program. As a by-product 
of this program it is often found that 
the errors brought out by the discussion 
exist in contracts which are under way 
and usually the contractor feels that 
rather than collect this excess profit and 
then have to refund it in renegotiation, 
it would be better to adjust the prices 
of the existing contracts. This is done 
by a supplemental agreement to each 
contract or by an overall supplemental 
agreement adjusting all existing con- 
tracts. 


SUBCONTRACTOR PRICES 


This over-all company approach per- 
mits the War Department to do some- 
thing about bringing about fair and rea- 
sonable prices in fields in which it has 
no direct contact—namely, subcontract- 


ing. Subcontracts are entered into by 


1See “Predetermination of Termination Settle- 
ments” Journal of Accountancy October 1944, pg. 
275. 





the prime, and the Government does 
not have a direct contract interest, but 
nevertheless it has a distinct interest jp 
the prices under these subcontracts and 
the excessive profits being realized by 
subcontractors. As a result of the com. 
pany pricing discussion many prime 
contractors reestablished the purchasing 
department as something other than ap 
order-writing and expediting group and 
pressure was brought to bear to get 
fair and reasonable prices from sub. 
contractors. In some cases the Govern- 
ment itself participated in the discus- 
sion. 

One of the great difficulties with 
subcontractors is that quite often they 
are selling a standard commercial arti- 
cle upon which firm peacetime prices 
have been established for many years, 
They hesitate to lower the price when 
selling otherwise than to the Govern- 
ment directly for fear that their price 
levels will be disrupted and that they 
could not be regained after the war. 
Often, if the contractor feels that he 
has a strong case against lowering his 
prices to his non-government trade 
even though the product is going into 
a Government end item, he can make 
arrangements to agree in advance to a 
discount or a rate of rebate on these in- 
direct sales and to send a check di- 
rectly to the Government. This is not 
the most desirable method because the 
prime contractor does not get the bene- 
fit of the price reduction and the Gov- 
ernment does not get a reduction in the 
loading which the prime contractor has 
placed upon this inflated charge of the 
subcontractor. It will be interesting to 
see whether these proposed peacetime 
price levels thus preserved by these ex- 
traordinary measures will survive the 
stress of post-war competition. 

It is within this pattern, of negotia- 
tion for the original procurement, con- 
tinuing checks and comparisons of 
prices and price trends and cost com- 
ponents both in quantitative and in 
money terms, and the overall review 
of the company’s pricing policy and 
estimating rates and procedures, that the 
War Department’s pricing policy is ad- 
ministered. 

The pricing problem confronting the 
contractor is different only in degree 
from that which he faces in everyday 
business whenever he puts a new prod- 
uct on the market or figures a new job 
for a customer. He must bear in mind 
also that his own idea or the indus- 
try’s idea of what is a fair and reason- 
able profit must in the case of war con- 
tracts give way to the broad general 
policy laid down by Congress which ex- 
presses the intent of the people that 
there should be no profiteering out of 
the war. : 

It is to be expected that there will be 
a steady improvement in the pricing 
‘of initial procurements and that reliance 
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upon the backstop of renegotiation for 
the recovery of excessive profits will 
become less and less common and a far 
greater number of “clearances” will re- 
sult. However, in spite of everything 
that can be done to try to attain proper 
pricing on original procurement, there 
is going to be the need of this back- 
stop mechanism to see that excessive 
profits are not accumulated. The re- 
negotiation law has on the whole 
worked very well in recapturing exces- 
sive profits and, at the same time, in 
permitting industry to build very 
substantial financial resources in prep- 
aration for the post-war period. The 
reasons that renegotiation must be con- 
tinued as part of the pricing technique 
are these: 

1. Constant changes and modifications are 
being made in the weapons and materials in 
use by the Armed Forces and because these 
products are new and sometimes experimental, 
it is frequently impossible to fix a fair and 
reasonable price at the outset. 

2. The course of the war brings about con- 
stant changes in the volume in which types 
of supplies and weapons are needed. There- 
fore, in spite of the best efforts, rates of pro- 
curement cannot be kept stable and inasmuch 
as a good many costs and overheads are ex- 
pressed as rates which are founded upon some 
estimate of volume, there must be some means 
which takes care of the situation which occurs 
when this volume is greatly exceeded. 

3. The need for production is such that the 
government in many fields must necessarily 
utilize the productive capacity of all segments 
of an industry. Consequently, competitive con- 
ditions are not yet such as to enable the govern- 

bp 

ment to enter into contracts upon a normal 
competitive basis. It is further pointed out 
that in many cases normal civilian prices which 
appear to have been arrived at competitively do 
not represent fair and reasonable prices to the 
government under war conditions, and that 
apparent rather than real competition for 
government business cannot be relied upon to 
produce such prices. 


On the other hand renegotiation can 
never be an effective substitute for 
sound initial pricing. Excessive profits 
may be recaptured but excessive costs 
and the resources of men and materials 
which they represent are lost forever. 

Just a word in regard to mandatory 
pricing; that is, prices which the con- 
tractor does not establish of his own 
volition but at the direction of the 
Government .. . . “just a word” be- 
cause this power has been very rarely 
exercised. It is a wartime power which 
funs concurrently with the power to 
draft a man for military service under 
the Selective Service Act or to take over 
his plant to produce needed war goods 
under the Selective Service Act. It 
should be realized that mandatory power 
under Title VIII of the Revenue Act 
of 1943 is not used except as a last re- 
sort and after all attempts at negotia- 
tion of a fair price have failed. It is con- 
sistent with the splendid record of 


industry's co-operation and understand- 


ing that negotiations have always tre- 
sulted in agreement without invoking 
Title VIII except in a single instance. 
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In a Title VIII situation the contractor 
and the Government already have a 
contract or have agreed to enter into 
one and to invoke Title VIII and are 
in agreement on all points except price. 
The invocation of Title VIII is a way 
of making sure that production is not 
held up while arguments are going on 
about the price in such rare instances 
as may occur where negotiations have 
brought agreement on all other points 
but an impasse is reached as to price. 
The Secretary of War sets a fair and 
reasonable price for the deliveries to be 
made under the contract. The contrac- 
tor then has his day in court, if he 
wants it, when he may show what is a 
fair and reasonable price. If it is more 
than what the Secretary has set, he gets 
the added amount of money. If it is any 
less he rebates to the War Department. It 
is quite obvious that if the principles of 
War Department pricing, based upon 
the laws passed by Congress, are un- 
derstood by the contractor, the occa- 
sion for an impasse would indeed be 
rare and Title VIII would be applied 
only in cases of great recalcitrance. 
Other mandatory powers are con- 
cerned with obtaining needed goods 
when the contractor is unwilling to 
furnish them and here pricing, although 
mandatory, is incidential. The placing 
of a preference rated order, whether or 
not supported by a production direction 
from the War Production Board, re- 
quires pricing on “regular terms and 
conditions.” The placing of a manda- 
tory order to produce under Section 9 
of the Selective Training and Service 
Act of 1940 requires that the contractor 
be paid “fair and just compensation.” 


Prices AFTER V-E Day 


As to pricing policy after V-E Day. 
Fundamentally, of course, it is un- 
changed. In certain points only the em- 
phasis is different. In the analysis of the 
price of original procurements and in 
the administration of price revision 
clauses all items of direct cost will be 
carefully examined in the light of 
changed manufacturing conditions, 
availability of labor, elimination of 
overtime, competition among subcon- 
tractors and more sources of supply. 
Emphasis will be placed upon the veri- 
fication of the gross total of costs and 
overhead for the purpose of ascertain- 
ing whether such costs and expenses are 
reasonable for the production of the 
article and the performance of the con- 
tract. If there should be situations where 
it is desirable to keep an organization 
standing by, in whole or in part, for 
possibly larger future War Department 
orders, the cost of the retained idie 
capacity will be figured separately and 
paid for as a specific item in the contract 
and no part of such expenses will be 
included in the price of the article it- 
self. Because of the increasing volume 
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of non-government business, much 
greater care must be taken in the alloca- 
tion of selling, advertising, administra- 
tive expenses and other allocated and 
general items. In making allocations to 
Government business, there shall be ex- 
cluded any large expenditures for proj- 
ects, programs, or activities not related 
to government contracts or appropriate 
to the performance of government busi- 
ness and the amount of any items which 
will be or have been specifically re- 
imbursed under any cost-plus-a-fixed- 
fee contract. The remainder, which repre- 
sents the ordinary running costs of a going 
business, will ordinarily be prorated over 
commercial and government business by 
the method of proration used by the con- 
tractor. Undoubtedly many contractors 
will see that their commercial business is 
so charged that it will not show a fictitiously 
excessive profit merely because of the tem- 
porary added volume of government busi- 
ness. 

It is hoped that because the situation 
in which the government requirements 
have utilized the entire capacity of many 
industries is changing, it will be possi- 
ble to widen the field from which bids 
on government business are obtained so 
as to restore, so far as possible, that 
striving for business which is the most 
effective factor in producing reasonable 
prices. Wherever this striving for busi- 
ness restores real competitive pricing of 
government procurements, it is expected 
that the number of cost breakdowns 
required will be reduced and the ne- 
gotiations minimized. 

The use of price revision clauses is 
recommended to permit frequent ad- 
justments of price to meet the changing 
conditions. 

In conclusion, it is pointed out that 
the War Department is using sound 
business principles in making its pro- 
curements and in conforming with the 
responsibilities placed upon it by Con- 
gress. These very same principles, which 
may have been temporarily laid aside 
by business while it has been taking 
care of the overwhelming demand for 
war production, must once again be 
applied by industry as soon as Govern- 
ment spending declines. It is the key 
to that healthy, efficient, competitive, 
risk-taking industrial set-up that we 
must have in the United States to meet 
domestic and international competition 
after the war. 


Management's Responsibility 


An address on “Management's Responsibility 
to its Forgotten People’ by Lawrence A. Ap- 
pley, Vice-President and Director of Vick 
Chemical Company, New York, was presented 
at the General Accounting Conference on May 
22nd of the American Gas Association and the 
Edison Electric Institute. Mr. Appley had on 
an earlier occasion, discussed the same subject 
before a local personnel conference of the 
American Management Association in New 
York. 











Any determination of the allowable 
margin of profit under the Renegotia- 
tion Statute, which does not give spe- 
cific and adequate recognition to the 
inevitable cost of reconversion and other 
postponed losses arising from war pro- 
duction, does not seem to carry out the 
intent of Congress. 

It is not my intention to advance 
arguments that industry should realize 
any excessive profits as a result of pro- 
duction for war. However, we must 
realize that the true concept of profit is 
the ultimate or final excess of income 
over expense after all costs have been 
considered. 

The difficulty of accurately reflecting 
profit or loss for a period as brief as 
twelve months (which, after all, is only 
a part of a business cycle) has long been 
recognized by sound management as 
evidenced by provisions in annual fi- 
nancial statements for accrued costs and 
contingencies and/or by the retention 
of substantial surpluses through con- 
servative dividend distribution policies. 

The tentative nature of the amount 
reported as taxable income for any one 
year is also recognized by the current 
excess profits tax law which contains 
the carry-forward and carry-back pro- 
visions in lieu of allowing deductions 
for estimated future expenditures and 
losses which arise from present opera- 
tions and are therefore retroactive in 
their effect on income. 

The difficulty of accurately deter- 
mining annual profit is likewise recog- 
nized in the renegotiation statute which 
places emphasis on the factor of risk 
and certain other factors which require 
consideration in the public interest as 
well as in the interest of fair and equi- 
table dealing. This law recognizes the 
existence of possible future costs and 
losses incident to the operations of the 
period under review, and presumably 
intends that they be given specific con- 
sideration. 

Therefore the profit for a twelve- 
months period to be allowed in renego- 
tiation should be an amount which will 
ultimately stand up as actual profit. It 
should recognize the necessity for pro- 
visions to cover the element of risk and 
such important factors as probable fu- 
ture costs and losses which are attrib- 
utable to the over-all war production 
period as well as relative efficiency, con- 
tributions, complexity, etc. 

The general nature of these impend- 


Industry's Viewpoint of 
Renegotiation for 1944 


. By H. T. McAnly 


ing, inevitable costs include: physical 
plant rearrangement, continuing fixed 
expenses during the readjustment period 
which may cover not only the period of 
physical rearrangement but a period of 
market saturation, severance pay, exces- 
sive costs entailed in the rehabilitation 
of personnel structure, etc. 

In addition to these delayed costs and 
losses there is the need for proper al- 
location to war production costs of the 
abnormal cost occasioned by the in- 
troduction of the special war produc- 
tion. 

It is apparent that little, if any, con- 
sideration has been provided in margins 
allowed in renegotiation in 1942 and 
1943 to cover impending costs. Fur- 
thermore, if any provisions had been 
included in the profit margins allowed 
in 1942 and 1943, the cushion so pro- 
vided will cease to exist at the ead of 
1945 for the carry-back provision of the 
tax law affects only the two preceding 
years. 

Because of these delayed costs and 
losses which, in all probability, will be- 
come actualities es 1947, it would 
seem that the general level of margins 
to be allowed in renegotiation for 1944 
must be greater than those allowed in 
nrior years. 

The provisions in the statute and regu- 
lations compensating for greater risk 
due to closer pricing, efficiency, etc., 
support the contention that the general 
level of margins allowed in 1944 should 
be greater than those allowed in prior 
years. Many companies were advised at 
the conclusion of 1943 renegotiation 
proceedings that they would receive 
more favorable treatment in renegotia- 
tion in the future years if they would 
assume more risk through eliminating 
the safety factor of high profit margins 
in their current prices. Thus companies 
which have cooperated and have re- 
duced their margins of profit through 


price adjustments, rebates, etc. through- 
out the year 1944, ended the year with 
percentage margins of profit before re. 
negotiation only slightly greater than 
the margin percentages allowed in re. 
renegotiation in 1943 on a comparable 
volume of business. 

For the assumption of this greater 
risk due to a closer pricing policy, these 
companies are expecting and should re- 
ceive a greater profit allowance in the 
final 1944 price adjustment. 

The retention of the same dollar 
amount of profit per unit of product as 
cost reductions are brought about and 
passed on by equivalent reductions in 
selling price certainly does not appear 
unreasonable, since many of the Pro- 
curement Divisions have emphasized 
the fact that the Contractor should not 
only retain the same profit amount per 
unit but, in addition, should share in 
cost reductions brought about by his 
engineering ingenuity. However, the re- 
tention of the original profit per unit 
widens the margin percentage of profit 
per unit as cost reductions take place 
and, unless the profit margin in te- 
negotiation is thiesise permitted to 
widen as cost reductions take place, the 
Contractor is penalized to a greater 
extent by dealing under fixed price con- 
tracts than he would be under cost-plus- 
a-fixed-fee where the fee remains con- 
stant and is not reduced as he brings 
about reductions in cost. 

In the separation of | ara we must 
keep in mind that sound cost accounting 
eee the application of considerable 
judgment. Too often operating costs are 
assigned to specific products without 
giving sufficient consideration to the 
reason for their occurrence. Since the 
inception of the war program, most of 
our industrialists, who have done such 
a splendid job of producing special ma- 
terials for war, have shoved aside their 
curtailed civilian production, placing 








NOT TO BE OVERLOOKED! 


Renegotiation is a subject that is still important even though it has lost priority 
and publicity, so to speak, to terminations, reconversion and like matters. This 
article, which is reprinted from the May issue of “Commerce” magazine, is the 
result of the author’s participation in a roundtable discussion on renegotiation 
with Colonel Maurice Hirsch, chairman of the War Contracts Price Adjustment 
session of the Chicago Association of Commerce on March 23, 1945. Mr. McAnly 
is resident partner in Chicago for Ernst & Ernst. 


—THE EDITOR 
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primary emphasis on the special war 
roducts. Thus curtailed civilian pro- 
duction, on which selling prices have 
been frozen, was in many cases carried 
on under make-shift methods and by 
using the least experienced help with 
resultant additional costs. To assign this 
additional cost as a cost of this civilian 
roduction, certainly would not be ex- 
ercising sound judgment in the applica- 
tion of cost accounting, for in sound 
cost accounting procedures, operating 
cost is labeled and assigned according 
to the reason for its existence. 

If it is a cost which is required in the 

roduction of an item and therefore has 
i planned as such when the selling 
policies under competitive price condi- 
tions were established, it is rightfully 
considered a specific cost of the product. 
If it is an abnormal cost which occurred 
during the manufacture of the specific 
item but which resulted from the use of 
non-preferred equipment due to tem- 
porarily unbalanced shop conditions, 
excessive time on the part of untrained 
shop employees, tool trouble, equipment 
trouble, it is not properly assignable as 
a cost of the item in production but is 
reflected as an operating cost resulting 
from a specific operating condition. 

To the extent that some of these costs 
will always be present, since it is highly 
improbable that perfection will be at- 
tained, average provisions covering such 
costs as are normally inescapable are 
provided for as indirect costs and in- 
cluded in the planned cost of all items 
just as overhead costs are applied. How- 
ever, excess costs which are occasioned 
by the introduction of special produc- 
tion are truly a part of the cost of this 
special production. Thus sound cost ac- 
counting calls for a classification of op- 
erating cost which will make possible its 
proper allocation based upon the reason 
for its occurrence. Assume, for exam- 
ple, in peacetime operations, a large 
special rush order was accepted with the 
knowledge that getting it out in the 
time specified would disrupt many of 
the normal production runs of regular 
company products. The production of 
these regular company products had 
been planned in economic quantities 
and scheduled to get the greatest utili- 
zation of shop capacities through a 
minimum of setups, handling, etc. The 
planned costs of these regular company 
products which were used in the forma- 
tion of marketing policies and in estab- 
lishing prices had . based upon this 
hormal operation. The introduction of 
this large special rush order caused 
humerous excessive setups in the regular 
company production due to interrup- 
tions so as to make available machine 
tools when needed in the production of 
this special order. 

It is reasonable to assume that every- 
One will agree that it would be ex- 
tremely unsound to accept such a rush 
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order unless the price received for it 
covered all of the cost cteated by reason 
of introducing it into the production 
schedule. This would include not only 
its direct cost, but all of the added cost 
resulting in the production of regular 
items which has been occasioned by the 
introduction of the special order. Such 
a treatment of the added cost in pro- 
ducing the regular items would be in 
strict accordance with sound and realis- 
tic cost accounting. 

Thus in renegotiation where we have 
a similar condition, there should be no 
question that the loss or additional cost 
occasioned in the curtailed production 
of regular company products, due to 
make-shift methods of manufacture, use 
of inexperienced workers, and such, in 
order to place proper emphasis on spe- 
cial production, should be charged as a 
cost of such special production. 

It has been stated that, to some ex- 
tent, recognition has been given to this 
condition in considering the contribu- 
tion a company has made where it is 
obvious that they have used their most 
efficient processes and manpower in the 
production of their special war prod- 
ucts. In time of war, it seems that this 
can hardly be called a “contribution” 
for it is what should be expected of all 
companies. To the extent, however, that 
it brings about added cost, when we are 
considering the final profit realized in 
war products, industry has a right to 
expect provisions in the final prices re- 
ceived for these war products to cover 
these costs, particularly when they are 
shut-off from the other means of re- 
covery through price ceilings which 
properly do not provide for the recovery 
of this type of cost. 

It is unfortunate that those who lay 
out the policies to be followed in re- 
negotiation (while sympathetic gener- 
ally in regard to the need for allowances 
for these inevitable costs and losses) 
sometimes appear to be influenced by 
the fact that renegotiation only applies 
to a limited portion of industry, and 
that by giving consideration to ab- 
normal and delayed costs they would 
seem to be favoring this limited group 
of companies as compared with those 
which are suffering from curtailed ci- 
vilian business and may have similar 
cost problems, but which have no re- 
negotiable business. However, unless 
a company has converted to war pro- 
duction of a special character, it is not 
confronted with a reconversion prob- 
lem involving plant rearrangement, etc. 
Inasmuch as conversion to war produc- 
tion has been recognized as a cost, going 
back to civilian production should like- 
wise be considered as a cost. In the name 
of fair and equitable dealing for the 
public interest, can the fixed cost of 
maintaining the operating organization 
structure during the readjustment pe- 
riod be ignored merely because some 
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companies outside the realm of renego- 
tiation may have suffered because of the 
war? For the general economic good 
of the country, it would seem that every 
attempt should be made to keep as many 
industrial companies as possible alive 
for postwar operation, and recognition 
of all anticipated costs should be pro- 
vided for in the margins allowed these 
industries which have made it possible 
to bring the war to a successful conclu- 
sion. 

In addition to the six specific factors 
in the statute which are to be consid- 
ered, a seventh is provided which reads 
as follows: 


“Such other factors, the consideration 
of which the public interest and fair 
and equitable dealing may require, 
which factors shall be published in the 
regulations of the Board from time to 
time as adopted.” 


The regulations which have been 
prepared by the War Contracts Board 
make the following statement relative 
to the need. for additional factors: 


“No additional factors have been 
adopted by the War Contracts Board, 
as, IN ITS OPINION, the statutory 
factors are broad enough to provide a 
basis for consideration of ANY ELE- 
MENT of a Contractor’s business NEC- 
ESSARY to be considered in renegotia- 
tion.” 


It would seem that the renegotiation 
law and the interpretations thereof in 
the regulations are extremely clear in 
implying that before the annual mar- 
gin of profit is deemed to be excessive, 
all factors which in any way have a bear- 
ing thereon must be carefully weighed. 

If consideration is not given in 1944 
to the postwar costs, it may be too late 
to create this needed cushion to ab- 
sorb these costs through the carry-back 
provision of the tax law when and if 
they occur before® 1947, because 1944 
may prove to be the last full war pro- 
duction year. 

Few, if any, companies can expect to 
retain any substantial final profit from 
the war program. The current revenue 
laws alone remove that possibility. 
However, the same laws provide for 
adjustment of taxable income retro- 
activity if and when profit reductions 
and losses result as the accrued costs 
incidental to the over-all war program 
eventually materialize. 

Therefore, in determining what is to 
be termed excessive profits in renego- 
tiation,—let us be sure that we consider 
only the estimated amount which will 
finally stand up as profit after all costs 
are in. Thus cushions will be available 
to make the carry-back provisions of the 
excess profits tax law effective as in- 
tended by Congress, when the final 
costs of reverting to peacetime opera- 
tions become actual and ascertainable. 











In approaching this discussion of a 
few tax cases let us remember at the 
outset that we do so as students and 
not as advocates. We are not primarily 
interested in the outcome of the case. 
We are more concerned with the prin- 
ciple established and with the question 
whether a broad application of that 
principle as a precedent in other cases 
will make for better or worse admin- 
istration of the revenue laws. 

The first case to which I want to di- 
rect your attention is Dobson v. Commis- 
sioner, 321 U. S. 231. It has probably 
been discussed and cited more than any 
other tax decision in the last year. On 
the merits, the case presented a rather 
complicated but interesting factual sit- 
uation which was ultimately decided in 
favor of the taxpayer. Briefly, the facts 
were that the taxpayer had in a prior 
year sold certain stock at a loss. Deduc- 
tion of the loss was claimed and allowed 
but resulted in no tax benefits since the 
taxpayer’s return would have shown a 
net loss even without this stock loss. 
The taxpayer later discovered that the 
stock had been originally sold to him 
upon fraudulent representations and in 
the tax year before the court he re- 
covered from the fraudulent seller a 
substantial sum, which, however, was 
still insufficient, even when combined 
with the amount received from the in- 
tervening sale, to reinstate his original 
capital. 

The Tax Court found that no eco- 
nomic gain had in fact been realized 
when the transaction was considered as 
a whole and held that the amount te- 
ceived from the fraudulent seller was 
not income but return of capital. The 
Court of Appeals reversed on what it 
termed “a matter of law.” The Supreme 
Court said in effect that since there was 
no controlling statute or regulation, the 
Tax Court’s selection of the proper 
course to follow was no more review- 
able by the Circuit Court than any other 
sc of fact. The Circuit Court’s 

ecision was reversed and the Tax 
Court’s decision in favor of the tax- 
payer was reinstated. 

In the Dobson case the Supreme 
Court, after an exhaustive examination 
of the powers of the courts of appeals 
in reviewing decisions of the Tax Court, 
observed that less strictness had been 
employed by the appellate courts in re- 
viewing Tax Court decisions than they 
had employed toward the decisions of 
other administrative bodies, despite the 
Supreme Court’s belief that, tested by 
every theoretical and practical reason 
for administrative finalty, no adminis- 


Recent High-Lights in Tax Cases 


By Claude W. Dudley 


trative decisions are entitled to higher 
credit in the courts than are the deci- 
sions of the Tax Court. Further, the 
Supreme Court observed that much of 
the confusion and diversity of rulings 
in the various Circuit Courts result from 
a failure to distinguish in the reviewing 
courts any standards between “questions 
of law” and “questions of fact.” 

The Supreme Court analyzed the 
basis of the litigation which produced 
the recovery in the case and agreed 
that no gain was actually realized. It 
concluded that the basis adopted by the 
Tax Court for the proper adjustment 
of the taxpayer's cost of the stock was 
purely an accounting problem and there- 
fore a question of fact for the Tax 
Court to determine. The Supreme Court 
did not adopt any rule of “tax bene- 
fits’ but commented that no statute, 
regulation or principle of law com- 
pelled the Tax Court to find taxable 
income in a transaction where, as a mat- 
ter of fact, it found no economic gain 
and no use of the transaction to gain 
tax benefit. The error of the Circuit 
Court consisted in treating as a rule of 
law that which to the Supreme Court 
was merely a factual question of proper 
tax accounting. 

On the merits, the Dobson decision 
seems to be a proper recognition of the 
economic actualities of the situation. 
The Tax Court saw that the taxpayer 
was still out of pocket some of his 
original capital and refused to tax him 
upon the technical theory advanced by 
the Commissioner. However, on the 
broader question of the finality of the 
Tax Court’s decisions, the case has 
proved baffling to both the Govern- 
ment and private counsel. It has been 
cited repeatedly by both the Supreme 
Court and the Circuit Courts in the last 
year, in some instances followed and in 
other instances distinguished. Despite 
the strong language used by the Su- 
preme Court in the Dobson decision, 
the troublesome question is still with 
us: 
Where full effect and purport are 
given to the findings of fact by the Tax 
Court, on review, when does the legal 
effect of such facts so found, become a 


question of law for the upper court to 
weigh and determine? It is always an 
attribute of the judicial function of a 
reviewing court to find and say, grant. 
ing the finality of the facts as found, 
whether the legal consequences grow- 
ing out of those facts are those in- 
tegrated in the judgment below. It is 
always within the province of the upper 
court to agree or disagree with the de- 
cision below in its application of the 
law to the facts as found. 

The question whether the Tax Court 
had decided a question of law in the 
Dobson case was a very close one. In 
deciding that the Tax Court had de- 
cided a factual question the Supreme 
Court was continuing a long-time trend 
to limit the scope of judicial review of 
the decisions of administrative tribu- 
nals, such as the Interstate Commerce 
Commission and other similar quasi- 
judicial bodies. 


SUBSTANCE Vs. FORM 


In recent years the courts have shown 
an increasing tendency to look to the 
substance rather than to the form of a 
particular transaction to determine the 
tax results, especially where closely held 
corporations are involved. For example, 
in Gregory v. Helvering, 293 U. S. 465, 
which was the forerunner of this line of 
cases, a new corporation was created 
and used as a conduit of certain prop- 


erty for the purpose of making an ulti- | 


mate sale of the property at a lower in- 
come tax rate. A literal compliance with 
the reorganization provisions was made 
but the Supreme Court denied relief 
under the reorganization exemptions. 
The Court classed the plan as (page 
469) : 

. .... Simply an operation having no busi- 
ness or corporate purpose—a mere device which 
put on the form of a corporate reorganization 
as a disguise for concealing its real character, 
and the sole object and accomplishment of 
which was the consummation of a precon- 
ceived plan, not to reorganize a business or any 
part of a business, but to transfer a parcel 0 
corporate shares to the petitioner..... 


In other words, the Supreme Court 
read into the reorganization statute the 
requirement that there must be a busi- 








DECISIONS WORTH NOTING 


The complexities of our taxation system are admittedly great. In this paper, 
presented by Mr. Dudley at the April 3 meeting of the Cleveland Control, there 
is provided an informative review of recent decisions. Mr. Dudley is an attorney 
and a member of Dudley, Jones & Ostmann, attorneys, Washington, D. c. 


—THE EDITOR 
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ness purpose for the reorganization, 
otherwise it should not be recognized 
under the tax laws. 

Another interesting example of the 

substance doctrine is found in Griffiths 
y. Helvering, 308 U. S. 355. There the 
taxpayer had made all arrangements to 
be paid, in settlement of a claim for 
damages, the sum of $100,000, all of 
which was taxable income. He formed a 
corporation and purported to transfer 
the claim to it, and the $100,000 was in 
fact paid to the corporation, which in 
turn agreed to pay the same amount 
with interest to the taxpayer, but spread 
over a period of 40 years. The Supreme 
Court refused to attach any tax sig- 
nificance to the arrangement and taxed 
the individual on the entire $100,000 us- 
ing this language (page 357): 
" .,. The claim having been recognized by 
Lay and cast into a form realizable by Grif- 
fiths, a lawyer's ingenuity devised a technically 
elegant arrangement whereby an intricate out- 
ward appearance was given to the simple sale 
from Griffiths to Lay and the passage of money 
from Lay to Griffiths. That was the crux of the 
business to Griffiths, and that is the crux of 
the business to us.” 


“SALT AND PEPPER’ CASES 


The above excerpts have been quoted 
in numerous government briefs in the 
last two or three years and these de- 
cisions might well be called the Gov- 
ernment’s “salt and pepper” cases, for 
they are used in so many different types 
of questionable situation, apparently 
with the hope that they will add just 
enough “‘seasoning”’ to the case to turn 
the balance in the Government’s favor. 
A very recent example of this substance 
doctrine is Commissioner v. Court Hold- 
ing Company, Law Ed. Adv. we Vol. 
89, Page 661, which was decided by the 
Supreme Court on March 12, 1945. In- 
cidentally, the Court here used the Dob- 
son tule in upholding the Government's 
appeal. In the Court Holding case the 
Tax Court had found that a sale of 
assets, made in the name of the stock- 
holders of a liquidating corporation, 
was in substance a sale by the corpora- 
tion; and the Supreme Court concluded 
that under the Dobson rule the Circuit 
Court had erroneously reversed the Tax 
Court in substituting its judgment for 
that of the trial tribunal on a question 
of fact. 

The corporate entity cases also in- 
volve the doctrine of looking at the 
substance rather than the forms. While 
4 Corporation is, of course, still treated 
as the taxpayer in most instances, it may 
be treated as a conduit of income, a 
subservient agency or device for illegal 
accumulations, dependent upon the cir- 
cumstances of the case. However, it 
should be pointed out that this partial 
distegard of the corporate entity for 
tax purposes is primarily a one-sided 
tule. In the case of Higgins v. Smith, 
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308 U. S. 473, the Supreme Court made 
it quite clear that the Treasury De- 
partment might insist upon the separate 
entity of the corporation when it chose 
and it might also disregard it when it 
chose, but that no such choice is avail- 
able to the taxpayer. In that case the 
Supreme Court reiterated the previously 
announced rule that a “taxpayer is free 
to adopt such organization of his affairs 
as he may choose and having elected to 
do some business as a corporation, he 
must accept the tax disadvantages.” (308 
U. S. 473, 477.) 


DEDUCTION PROBLEMS 


Many of our tax controversies in- 
volve deductions of one kind or an- 
other. The taxpayer is confronted with 
the problem of determining not only 
what to claim as a deduction but when 
to claim it, and is often faced with the 
dilemma of a contest in whatever year 
he selects, if the so-called identifying 
event or finality of the claim is at all 
debatable. All that we can do is to use 
our best judgment and present the claim 
on that basis, preserving our rights, 
however, as to other tax years in the 
event the Commissioner succeeds in dis- 
allowing our primary claim. 

A recent example of this troublesome 
problem is found in the case of Superior 
Coal Company v. Commissioner, 145 Fed. 
(2d) 597, decided by the United States 
Circuit Court of Appeals for the Seventh 
Circuit on December 7, 1944. In that 
case the Coal Company, a subsidiary of 
the Chicago and North Western Rail- 
way Company, ceased operation of cer- 
tain mines in 1927 and removed the 
mining equipment in 1931. A branch 
line serving the mine was removed in 
1937. In 1939 the taxpayer abandoned 
efforts to sell the coal rights and the 
properties were formally abandoned to 
the parent company. It claimed the de- 
duction of a loss in the year of final 
abandonment. The Tax Court held that 
the mines became worthless prior to 
1939, and the Circuit Court affirmed on 
the ground that under the Dobson tule, 
the reviewing court should not substi- 
tute its judgment for that of the Tax 
Court. It is obvious that this type of 
case presents a difficult decision for the 
taxpayer to make in determining when 
to claim the loss. Conceivably, the 
identifying event for income tax pur- 
poses might have been the actual re- 
moval of the mining equipment in 1931, 
or it might have been the demolition of 
the branch line in 1937. From a prac- 
tical viewpoint a good rule for tax- 
payers to follow is that the deduction 
should be claimed in the earliest year 
that it might conceivably be allowable. 

The recent decision of the Supreme 
Court in Dixie Pine Products Company 
v. Commissioner, 320 U. S. 516, is a 
land mark in tax cases on the question 
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of when to deduct a contested tax 
assessment.1 While that decision was 
against the taxpayer, it is the two-edged 
sword type and will necessarily cut 
both ways. In many instances, the rule 
there announced will prove beneficial to 
the taxpayer, particularly where, in the 
current trend of rising tax rates, the 
taxpayer ultimately loses the assessment 
contest and is allowed the deduction in 
the later year of finalty. 

Prior to the decision of the Supreme 
Court in the Dixie Pine Products case, 
it was generally considered by the 
lower courts that taxes formed an ex- 
ception to the otherwise uniformly ac- 
cepted doctrine that expense items “‘ac- 
crue” to a taxpayer only when there 
arises a fixed and uncontested obliga- 
tion to pay. The Supreme Court has now 
forcefully ruled that this doctrine is 
equally applicable to taxes. 

In the Dixe Pine case, the taxpayer 
sought to deduct in 1937 a tax assess- 
ment of that year which it was actively 
contesting. The tax in question was a 
tax levied by the State of Mississippi 
upon the use of gasoline. The taxpayer 
used a solvent in its manufacturing 
processes which the State authorities 
claimed to come within the statutory 
definition of gasoline under the taxing 
statutes. The tax was assessed and the 
taxpayer brought suit to enjoin its col- 
lection. The assessment amounted to ap- 
proximately $21,000. It was made in 
1937 and the Company accrued the tax 
in its books of account and deducted it 
in its income tax return for that year. 
In December 1938 the Supreme Court 
of Mississippi held that there was no 
liability for the tax and permanently 
enjoined its collection. The Commis- 
sioner of Internal Revenue disallowed 
the deduction taken in the 1937 returp 
and the Supreme Court had before it 
the question of the propriety of the de- 
duction claimed. The Court held that 
the Dixie Pine Products Company was 
not entitled to the deduction in 1937 of 
a tax assessed in that year when it was 
at the same time denying the liability 
for the assessment. In other words, it 
was not permitted to blow hot and cold 
in the matter. The Court said: 


 ... Tt bas never been questioned that a 
taxpayer who accounts on the accrual basis may, 
and should, deduct from gross income a liabil- 
ity which really accrues in the taxable year. 
It has long been held that, in order to truly 
reflect the income of a given year, all the 
events must occur in that year which fix the 
amount and the fact of the taxpayer's liability 
tor items of indebtedness, deducted though 
not paid; and this cannot be the case where 
the liability is contingent and is contested by 
the taxpayer. Here the taxpayer was strenuously 


*The material on the Dixie Pine Products 
case and related cases was prepared for me 
by my partner, Mr. Joseph M. Jones. For a more 
complete discussion of them, see his article in 
the April, 1945 issue of “Taxes—The Tax 
Magazine” on ‘What the Dixie Pine Decision 
Means.” 
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e 
contesting liability in the courts, and at the 
same time, deducting the amount of the tax, 
on the theory that the state’s exaction con- 
stituted a fixed and certain liability. This it 
could not do. It must, in the circumstances, 
await the event of the state court litigation 
and might claim a deduction only for the 
taxable year in which its liability for the tax 
was finally adjudicated.” (Emphasis supplied.) 


Thus the Supreme Court has ex- 
pressed clearly and indisputably its dis- 
approval of the tendency of lower 
courts to apply a different principle in 
considering the deduction of disputed 
taxes than has been uniformly applied 
in considering the deduction of other 
disputed items. There is no substantial 
ground for such a distinction. In both 
cases the question is the same—has the 
liability accrued? When a liability is 
contingent, as it obviously is when the 
taxpayer is litigating with respect to it, 
the taxpayer must, as the Court said in 
the Dixie Pine case, ‘await the event of 
the State Court litigation and might 
claim a deduction only for the taxable 
year in which its liability for the tax 
was finally adjudicated.” The final de- 
termination of the controversy by the 
tribunal in which the liability is being 
contested is the final event, which must 
occur before all the events have oc- 
curred which fix the amount of the li- 
ability and the taxpayer’s obligation to 
pay it. (Cf. U. S. v. Anderson, 269 U. S. 
422.) 


DocTRiNE APPLIED 


In the short interim since the Dixie 
Pine decision several lower courts have 
applied the new doctrine. For example, 
in Burton-Sutton Oil Company v. Com- 
missioner, 3 T. C. 1187, the facts were 
that in December 1941, the Louisiana 
tax authorities asserted claims for addi- 
tional income taxes for 1937 and 1938 
and interest thereon. The petitioner 
contested the additional assessments and 
filed an appeal, which was still pending 
at the time of the Tax Court’s decision 
in the case. The Tax Court held that no 
deductions could be allowed for Federal 
income tax purposes of these contingent 
liabilities. It is to be noted that the Tax 
Court’s decision applies the Dixie Pine 
rule, not only to the contested state 
taxes, but also to the interest thereon. 
No reasonable doubt can be entertained 
with respect to the right to deduct the 
interest imposed upon the contested tax 
or other liability as and when the basic 
liability is finally determined. Liability 
for interest is necessarily contingent 
upon or secondary to the principal liabil- 
ity, and the deduction would clearly be 
deferred until the liability therefor had 
been determined. 

That the Tax Court regards the Dixie 
Pine rule as one of broad application 
is evidenced by its recent decision in 
Atlantic Coast Line Co. v. Commis- 


sioner, 4 T. C. 140. While the deduction 
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there did not involve taxes, the facts 
otherwise coincide with the Burton-Sut- 
ton situation in which the company 
paid all the admitted taxes in the years 
of assessment and vigorously contested 
its liability for any additional amounts. 
The basic facts of the railroad case are 
outlined in the following excerpt from 
the opinion of the Tax Court (page 
145): 

"In 1938 and 1939, when petitioner paid 
its maintenance of way employees it took the 
position that nothing more was due them. Al- 
though the Wage and Hour Administrator 
contended that additional payments were 
called for, this claim was rejected in its en- 
tirety by petitioner, and that position was main- 
tained until in the tax year before us the dis- 
pute was adjusted and the litigation brought 
to test the petitioner’s liability was settled. 
Thus the circumstances went further than estab- 
lishing a liability, the amount of which had 
merely not then been determined. Petitioner's 
position was to deny all liability for the whole 
amount in controversy, with the result that it 
would not have been permitted, even. had it 
attempted to do so, to accrue any part of the 
disputed payments in the years covered by the 
claim. Settlement of the dispute transformed 
the obligation for the first time into one which 
was sufficiently definite to be the subject of an 
accrual.” 


After quoting extensively from the 
Dixie Pine decision, the Tax Court def- 
initely committed itself to the view that 
the doctrine there enunciated was broad 
and of “general application,” as follows 
(page 147): 

“We have no doubt that the principles in- 
volved are of general application, that this 
petitioner could not have succeeded in any 
attempt to take advantage of the deduction in 
a prior year, and that for present purposes 
there is no effective distinction between a 
creditor's = to accrue income and the 
debtor's privilege of accounting for the cor- 
responding deduction. It follows that the ac- 
crual was proper and respondent's determina- 
tion in this respect erroneous.” 


It is to be noted that the above de- 
cision is a positive one. The Taxpayer 
is told not merely that it cannot take 
the deduction in the basic year in which 
the item is invoked but contested, but 
that the taxpayer can take the deduc- 
tion in the subsequent year in which the 
additional liability is finally determined. 
This decision, coupled with the Burton- 
Sutton decision, supra, very clearly in- 
dicates that the Tax Court has the same 
broad conception of the scope and ef- 
fect of the Dixie Pine decision which 
the Department of Justice evidenced 
in its brief filed in the case and which 
the Supreme Court covered in its opin- 
ion in the case. 

There are some phases of the Dixie 
Pine situation which remain to be clari- 
fied by subsequent decisions. It would 
not be reasonable for a taxpayer, know- 
ing that it owed the major portion of an 
asserted posers tax, to withhold all 
payments and seek to accrue the tax in 
toto in the subsequent year when the 
litigation ended. In the Dixie Pine case, 
there was a complete denial of Jiability 








and not just a dispute as to the amount 
of the assessment. It seems reasonable to 
suppose that, in order to avoid distor- 
tion of the annual system of accounting, 
the Dixie Pine decision will be construed 
to embrace only such taxes, or such 
part of taxes, as are reasonably con- 
tested. But the fact that the ultimate 
amount of the tax liability has not been 
settled is no warrant for the taxpayer 
to defer accrual of the entire amount. 
For example, in the case of state prop- 
erty taxes, where liability for two-thirds 
of the amount assessed is conceded and 
only the excessive one-third is contested, 
the basic two-thirds should be accrued 
and deducted in the respective years of 
assessment and only the contested part 
should be deferred. Likewise the tax- 
payer in the Atlantic Coast Line case 
could not have withheld deduction of 
the entire wages but only the portion 
which was the subject of the contest 
and which was ultimately allowed at the 
insistence of the Wage and Hour Ad- 
ministration. 


DETROIT EDISON CASE 


Another important recent decision of 
the Supreme Court involving deduc- 
tions is found in Detroit Edison Com- 
pany v. Commissioner, 319 U. S. 98. 
The taxpayer there, a public utility 
engaged in the generation and distribu- 
tion of electricity in the Detroit area, 
furnished electricity to customers in cer- 
tain outlying districts upon the payment 
by the customers of amounts covering 
the cost of constructing the necessary 
extension lines. In denying the utility 
company the right to include the cost 
of the lines so constructed in its prop- 
erty account for depreciation deduction 
purposes, the Supreme Court ruled that 
the basis in this kind of case was the 
“cost of the taxpayer.” Having made no 
capital investment in the extension lines 
which were built or paid for by its 
customers, the utility company suffered 
no such loss as was recoverable through 
depreciation deductions. The scope of 
the decision is far reaching and will 
undoubtedly be applied to other com- 
parable situations. 

The case of Gibbs & Cox, Inc. v. Com- 
missioner, decided by the United States 
Circuit Court of Appeals for the Second 
Circuit on January 29, 1945 (C.CH. 
Tax Service, Vol. 4, Para. 9154), deal- 
ing with the improper accumulation of 
surplus by a corporation, is indication 
that danger lies ahead, pesticnlete 
the smaller, closely held corporation. 
The Circuit Court there sustained the 
Tax Court’s imposition of the special 
surtax under Section 102 of the In- 
ternal Revenue Code, pointing out that 
the inferences which the Tax Court had 
drawn from the undisputed primary 
facts could not be reversed on review, if 
there was any rational basis for the con- 





clus 
doc 


fore 
the 

ami 
inst 
to 1 
the 

The 
side 
wat 
dist 
less 
mef 
late 
to | 
sive 
wh¢ 
gro 
bur 
102 
tion 


case 
shir 
by | 
AP} 
ary 
cy 
Con 
and 
of 
For 
thor 
pay 
witl 
whi 
dete 
tere 
ther 
Dob 
was 
suc 
of | 
cisic 
Circ 
Bani 
604, 
the 
quit 
boo 
a b. 
secu! 
cont 
allo 
duct 
cou! 
fair 
tion 


cate 
Seri 
prol 
sibil 
trib 
Dot 
vy, ( 
Cou 





20unt 
le to 
istor- 
ting, 
trued 
such 
con- 
mate 
been 
ayer 
ount, 
rop- 
hints 
| and 
sted, 
‘rued 
ts of 
part 
tax- 


case 
n of 
rtion 
ntest 
t the 
Ad- 








clusion. Here again we find the Dobson 
doctrine applied. 


SEc. 102 ENFORCEMENT 


The Commissioner proposes to en- 
force Section 102 more rigidly than in 
the past. Under a recent order an ex- 
amining officer must report in every 
instance a specific recommendation as 
to whether the section is applicable to 
the company whose returns he examines. 
The Internal Revenue Agent, in con- 
sidering the applicability of section 102, 
watches particularly for these things: 
distribution, as taxable dividends, of 
less than 70 per cent. of profits, invest- 
ment in securities or properties unre- 
lated to the company’s business; loans 
to oficers or shareholders and exces- 
sive accumulation of cash. Corporations 
whose stock is held by a family or small 
group are carefully scrutinized. The 
burden of proof in respect to a section 
102 assessment is now on the corpora- 
tion. 

A comforting note is sounded in the 
case of Commissioner v. New Hamp- 
shire Fire Insurance Company, decided 
by the United States Circuit Court of 
Appeals for the First Circuit on Janu- 
ary 17, 1945 (C.C.H. Tax Service, Vol. 
4, Para. 9141). There the Insurance 
Company was sustained in computing 
and returning its income on the basis 
of the generally adopted Convention 
Form of underwriting accounting, al- 
though the form followed by the tax- 
payer ignored reinsurance transactions 
with so-called unadmitted companies 
which would ordinarily be included in 
determining taxable income. It is in- 
teresting to note that the Commissioner 
there sought. to limit the scope of the 
Dobson decision, claiming that the issue 
was one of law, whereas the taxpayer 
successfully contended that it was one 
of “proper tax accounting.” The de- 
cision is in line with an earlier Fourth 
Circuit decision in Citizens National 
Bank v. Commissioner, 74 Fed. (2d) 
604, in which the court disapproved 
the attempt of the Commissioner to te- 
quire the taxpayer to keep two sets of 
books. The Bank there was required by 
a bank examiner to charge of certain 
securities as worthless. The Commissioner 
contended that the bank should not be 
allowed to charge off these items as de- 
ductions in its income tax returns. The 
court said that this was inherently un- 
fair and proceeded to allow the deduc- 
tions. 

A number of recent decisions indi- 
cate that the Tax Court is making a 
setious effort to look at the taxpayer's 
problem fairly under the heavy respon- 
sibility placed upon it as an expert 
tribunal by the Supreme Court in the 
Dobson decision: In the case of Beard 
?. Commissioner, decided by The Tax 
Court on February 9 of this year 
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(C.C.H. Tax Court Service, Dec. 14, 
379), the taxpayer owned preferred 
stock in the L Corporation, whose com- 
mon stock was owned by C Corporation. 
Being advised that the L Corporation 
would soon redeem his shares and that 
C Corporation was willing to buy them 
before the redemption date, the tax- 
payer immediately sold the stock to C 
proceeds of a sale but as the redemption 
by L. The taxpayer reported the profit 
as a long term capital gain. The Com- 
missioner, in an effort to tax the gain 
in full, advanced the far-fetched argu- 
ment that the amount received by the 
taxpayer should be treated, not as the 
proceeds of a sale but as the redemption 
price which the L corporation would 
have paid him if he had waited for the 
redemption, hence as a partial liquida- 
tion, which at that time was taxable in 
full. The Commissioner relied upon the 
Gregory and other substance cases, 
which we have previously designated 
as the Government’s ‘‘salt and pepper” 
cases. The Court quickly disposed of 
this argument by stating that there was 
no sham on the taxpayer’s part. He did 
not go through an empty form to make 
a pseudo-sale which was promptly re- 
scinded; he had an election as between 
two transactions and he merely elected 
the one with less onerous tax conse- 
quences. The Tax Court held, and prop- 
erly so, that the Commissioner should 
not be permitted to disregard the actual 
transaction and tax a fictitious one which 
might have happened but actually did 
not. It is comforting to note the Tax 
Court championing the cause of the 
taxpayer and reminding the Commis- 
sioner that he too must follow the law 
and not distort a transaction merely to 
collect a tax. 

In the case of Manufacturers’ Life In- 
surance Company v. Commissioner, de- 
cided February 26 of this year (C.C.H. 
Tax Court Service, Dec. 14, 411), the 
Tax Court rejected the theory advanced 
by the Commissioner which would have 
taxed the Company upon what might 
be called synthetic income. The Insur- 
ance Company acquired properties 
through mortgage foreclosures. Accrued 
interest on the mortgages amounted to 
about $147,000. The value of the prop- 
erties foreclosed was only about $22,000 
in excess of the principal of the mort- 
gages. The taxpayer conceded that this 
much might be treated as interest and 
taxed as income. The Commissioner 
relied upon the Supreme Court decision 
in Helvering v. Midland Life Insurance 
Company, 300 U. S. 216, which taxed 
the company upon interest to the extent 
that the bid price at the foreclosure 
sale exceeded the principal of the mort- 
gages. However, the Tax Court dis- 
tinguished the rather harsh Supreme 
Court decision and ruled that the tax- 
payer could only be taxed to the extent 
of the actual value of the properties re- 
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ceived. The Tax Court followed a re- 
cent decision of the Sixth Circuit Court 
of Appeals in Nichols v. Commis- 
sioner, 141 Fed. (2d) 870, which treated 
the bid price at the foreclosure sale as 
a formality, as in most instances it un- 
doubtedly is. The decision is sound and 
should be followed by the administra- 
tive authorities. 

In an era of high income tax rates, 
there is inevitably a concerted effort on 
the part of many taxpayers to minimize 
taxes by splitting their income so as to 
avoid the high surtax brackets. Anticipa- 
tory assignments of income and crea- 
tion of family trusts are two methods 
which are frequently tried but which 
are often rejected by the courts. Family 
partnerships furnish another ype pes 
example of the attempt to make “little 
piles out of big ones.” The Tax Court 
has had many such cases. Wherever 
there is evidence that the parties acted 
in good faith and it is shown that the 
wife or daughter or son, as the case may 
be, actually became a partner, in the 
sense of having a proprietary interest, 
and possibly rendering services, the Tax 
Court seems quite willing to recognize 
the existence of a valid partnership. 
This proprietary interest may be ac- 
quired by the wife or children either 
through the use of their own funds or 
by means of a gift of an interest in the 
partnership by the husband. The im- 
portant thing is that in the event of a 
gift there must be no strings attached, 
otherwise the income from the partner- 
ship will be taxable to the husband 
alone. Of course, where the partnership 
business is of a personal service nature, 
the Tax Court looks upon the plan as 
a mere subterfuge for the division of 
income between husband and wife. 

In Haley v. Commissioner, decided 
January 23, 1945 (C.C.H. Tax Court 
Service, Dec. 14, 359), the taxpayer 
operated a retail furniture business. In 
1941 he made a gift of a one-fourth 
interest to each of his two children, a 
son and a daughter, and made them 
partners. The son worked in the busi- 
ness after he graduated from college. 
The daughter was still at school in 1941 
and worked in the business ofly spas- 
modically during vacation. The Com- 
missioner conceded that the son was a 
partner but contended that the daughter 
was not. The Tax Court found that 
there was a valid partnership and that 
one-fourth of the profits was income of 
the daughter. 


CAPITAL STOCK Tax 


A rather perplexing problem is pre- 
sented in connection with the accrual 
of capital stock taxes. As most of you 
know, the general rule is that this tax, 
for any capital stock tax year ending 
on June 30, accrues as a whole on July 
1 of the preceding year. Most corpora- 
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tions file their income tax returns on 
a calendar year basis. It is impossible 
to determine at the end of the calendar 
year the amount of the capital stock tax 
liability under a return to be filed six 
months later. In the recent case of 
Atlantic Coast Line Railroad Company 
v. Commissioner, supra, the Tax Court 
applied what might be termed the ac- 
counting concept as opposed to the 
legalistic concept of accrual. In that 
case it was shown to be the consistent 
practice of the taxpayer to accrue in the 
last half of each calendar year one-half 
of the amount of its estimated liability 
for federal capital stock tax for the year 
ending the following June 30th. For the 
first six months of each year it charged 
to expense the difference between the 
actual capital stock tax and the amount 
estimated for the last half of the pre- 
vious calendar year. The Tax Court 
decided that the taxpayer could claim 
the deduction on this basis even though 
technically it might be said that the full 
amount of the tax accrued on July 1 of 
the previous year. 

The favorable decision of the Tax 
Court on January 30 in the case of Los 
Angeles & Salt Lake Railroad Company 
v. Commissioner, 4 T. C. 634, is of 
particular interest to the railroads but 
is of general interest by reason of the 
impartial attitude evidenced by the Tax 
Court. As some of you know, railroads 
following the retirement method of de- 
preciation accounting have been re- 
quired to eliminate depreciation sus- 
tained prior to March 1, 1913 in de- 
termining the amount of the deduction 
upon the retirement of an asset. Under 
the retirement method no depreciation 
is charged off annually on an existing 
asset. The accumulated loss from de- 
preciation is charged off and deducted 
at the date of retirement of the asset. 
Under the retirement method certain 
restorations and renewals are charge- 
able to expense, whereas, under the so- 
called straight-line method of deprecia- 
tion accounting, such items are charge- 
able to the depreciation reserve or 
otherwise capitalized. 

It is *thus evident that any specific 
physical property might be the vehicle 
for expenditures of restoration and re- 
newal which in the case of a growing 
railroad could well equal or even ex- 
ceed the depreciation occurring during 
the same period. No fair approximation 
of the taxpayer's investment in the prop- 
erties retired or to be retired is feasible 
without the details of both expendi- 
tures and depreciation. 

The court held in the Los Angeles 
& Salt Lake case that adjustments should 
not be made for the insufficiency in de- 
' preciation under the retirement method 
as compared with the straight-line 


method unless compensating adjustment 
could be made for items of restoration 
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and renewal differently treated under 
the two methods, which latter adjust- 
ment was deemed to be impossible. Con- 
sequently, the court concluded that the 
proposed adjustment for depreciation 
sustained prior to March 1, 1913 was 
not “proper” within the meaning of 
the statute. 

The Court’s decision is sound. It is 
nothing more nor less that a clear recog- 
nition of the fact that consideration 
must be given to the method of ac- 





counting employed, in determining 
whether an adjustment is “proper” un. 
der the statute. In view of the general 
importance of the question the Com. 
missioner may appeal the case, but jt 
is not unreasonable to predict that the 
reviewing court will conclude that the 
issue presents essentially a factual prob. 
lem, within the scope of the Dobson 
doctrine, which precludes the reviewing 
court from substituting its judgment for 
the findings of the Tax Court. 


Federal Reserve Seeks Curb on 
Bank Holding Companies 


Renewal of suggestions first made to Con- 
gress in 1943, for legislation imposing tighter 
controls upon the expansion of bank holding 
companies was made by the Federal Reserve 
Board again in March. 

The request of the Reserve Board was con- 
tained in a letter written by its chairman, Mar- 
riner S. Eccles, to Chairman Brent Spence of 
the House Banking and Currency Committee. 

Mr. Spence had already introduced a meas- 
ure in the House along the lines suggested by 
the Reserve Board when it first made the bank 
holding company recommendation in its 1943 
annual report. A similar measure, introduced 
by Chairman Robert Wagner of the Senate 
Banking and Currency Committee, was pend- 
ing in the upper chamber. 

As introduced into the House of Representa- 
tives, the proposed Spence Bill incorporate all 
provisions respecting bank holding companies 
into one section of the Federal Reserve Act. 
This section would become Section 23A of 
that act, which now deals with “relations of 
affiliates” of member banks. 


AMEND SECTION 23A 


Section 23A of the Federal Reserve Act, as 
it would be amended by the biil, would con- 
fine the business of a bank holding company to 
the operation of its subsidiary banks, all other 
unrelated activities being prohibited. This 
would be accomplished by a direct prohibition, 
by requiring bank holding companies within a 
reasonable time to divest themselves of non- 
banking companies which they may now con- 
trol, and by a prohibition against acquiring 
stock of non-banking companies in the future. 

Provision is made, however, for the reten- 
tion, under appropriate safeguards, of non- 
banking companies which are merely an inci- 
dent to the holding company’s main business, 
such as, for example, the retention of a safety 
deposit company. 

Bank holding companies would be more 
nearly in the manner in which Congress has de- 
fined holding companies operating in other 
fields. They would be prohibited from pur- 
chasing any more bank stock. However, in or- 
der to protect existing minority interests who 
might otherwise have no market for their 
bank stock, the prohibition would not apply 
to a situation where the holding company al- 
ready owns more than 50 per cent. of the 
stock of such bank, provided that the same 
offer to purchase is made to all minority hold- 
ers. The bill would require bank holding com- 
panies within two years to divest themselves 
of bank stock acquired after the beginning of 
1943. 

The expansion of existing bank holding 
companies would thus be curbed, while at the 
same time the bill would make it unlawful for 
other companies to become bank holding com- 
panies by the purchase of bank stocks, it was 
reported. 

Finally, would 


the bill strengthen the 








present controls over the operation of bank 
holding companies. The deposits of their sub. 
sidiary banks in due course would have to 
become insured. ‘‘Upstream’’ loans and inter- 
company sales of securities would be pro- 
hibited, except as they may be authorized 
under certain conditions by the board. Divi- 
dends out of other than operating income 
would be regulated, and ‘exorbitant or unrea- 
sonable” managerial fees would be prevented, 
Provision is made for the examination from 
time to time of bank holding companies and 
for the submission by them of reports similar 
to those required of the banks which they now 
control. Penalties are set up as well as means 
of enforcement; but there are also appropriate 
provisions for court review of all orders which 
the board would be authorized to issue. The 
board would be required to report back to the 
Congress before the expiration of five years the 
results of its administration of this act. 


Industrial, Utilities Join Rails in 
Debt Reduction 


The extent of funded debt retirement by 
American companies in the past year, during 
which time the number of issues listed on the 
New York Stock Exchange showed a net de- 
cline of 35, was shown in a survey compiled 
by the magazine “Exchange.” 

On Jan. 31, 1945, the market value of listed 
bonds of U. S. companies totaled $14,471,- 
163,167. A year previously total market value 
was $14,512,250,570. But this did not tell the 
full story of how -extensive debt retirement 
has been in the past year because average bond 
prices have increased materially. On Jan. 31 
this year their average price was 95.96, while 
a year before the average market price stood 
at 88.98. ; 

Although railroads have been consistently in 
the news reporting debt retirement for the 
past two years, and comparatively little pub- 
licity given to activities along this line by 
industrial and utility companies, the Exchange 
tabulation shows that these, too, have been 
steadily retiring their obligations. : 

Keeping in mind that market value of vit- 
tually all groups of bonds has increased in the 
past year, the tabulation shows that industrial 
and utility bonds had a total market value of 
$6,459,876,369 last Jan. 31, compared with 
$6,782,376,756 a year earlier. 

Market value of listed rails was $8,011, 
286,798 on Jan. 31 this year, against $7,729,- 
873,814 Jan. 31, 1944. However, the average 
price of rails rose from 78.59 a year ago to 
89.30 this year. . 

Of the total market value of all bonds listed 
on the Stock Exchange—U. S. government, 
foreign government, U. S. companies and for- 
eign companies—which totaled $114,019,500,- 
804 on Jan. 31 this year, $97,487,946,244 was 
in U. S. governments and compared with a to 
tal of $90,544,387,232, of which $73,949, 
486,971 were U. S. governments a year earlier. 
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New Era 


There are probably many reasons why 
enlightened managements have been giv- 
ing increased consideration to their stock- 
holders in recent years, but significant 
among these is the growing realization 
that the investors in free enterprise are 
the best friends of the American capital- 
istic system. In the hectic years following 
the tempestuous twenties, and culminat- 
ing in the 1929 debacle, industry passed 
through a period of ‘‘abnormalcy,’ for- 
saken by almost all others but the tax 
collector and the stockholders, who re- 
tained their faith in the future of Amer- 
ica business, as well as their small blocks 
of shares—intact. 

To the millions of investors who ac- 
cepted dividend reductions and omissions 
almost graciously during the prolonged 
depression of the thirties, corporate man- 
agement has reason to be truly grateful. 
Driven home forcibly has been the reali- 
zation that the loyalty of the stockholder 
is based upon more than dividends alone. 
And, in consequence, there has come the 
recognition that the stockholders are a 
vital force, joined together by a common 
bond of mutual interest—not only in the 
welfare of one corporation, but in the 
survival of free enterprise itself. 

Early evidence of the increasing appre- 

ciation of the status of the stockholder by 
management probably was found in the 
move to improve corporation annual re- 
ports. Progressive executives, who went 
beyond their duty of presenting a con- 
densed balance sheet at the year-end, 
found that their efforts to provide more 
information were welcomed by stockhold- 
ets with letters of thanks and praise— 
plus requests for additional details and 
more statistics. The ball started rolling in 
the direction of taking the stockholder 
more into the confidence of the manage- 
ment and as the annual reports were im- 
proved, the misunderstandings, suspicions 
and opposition of the stockholders began 
to disappear. 
_ Foresighted managements, who are tak- 
ing advantage of the opportunity to mod- 
ernize—and humanize—their annual re- 
ports by supplying all of the information 
to which the stockholders are properly en- 
titled, and serving it up in attractive and 
teadable style, are being rewarded by in- 
creased confidence in their ability, and 
Steater respect and support for their pol- 
aes. Thus, it is not surprising that these 
pfogressive corporations, which are enjoy- 
ing the benefits accruing from improved 
yeat-end brochures, should seek other in- 
novations in order to further strengthen 
theit stockholder relations. 

Noteworthy in this connection is the 
development of the corporation “year 

k,” which in some cases is combined 





in Stockholder Relations 


By Weston Smith 


with the annual report, and in others is 
prepared as a separate booklet but often 
sent with the year-end statement. The 
“year book” format for the annual report 
has tended to broaden its appeal and 
usage, because it is a more appropriate 
kind of literature for general distribution 
to their new stockholders throughout the 
year, as well as to employees, dealers, cus- 
tomers, and others. A ‘year book” also 
permits the inclusion of a variety of back- 
ground and reference data which would 
be regarded as unsuitable for an annual 
report. 

Perhaps the greatest improvement in 
stockholder literature, aside from the an- 
nual report, has been achieved in recent 
years in the quarterly earnings statements. 
In the past the bulk of these interim re- 
ports were produced via multigraph or 
mimeograph, but today increasing stock- 
holder lists have justified the printing of 
folders and booklets, many of which are 
being illustrated with trademarks and ap- 
propriate photographs and graphics. A 
number of corporations have converted 
their quarterly statements into stockhold- 
ers’ newsletters, bulletins and_ tabloids, 
giving a review of the three-months’ pe- 
riod and including announcements of new 
products and services, introductions to 
new executives with biographical sketches 
and other material of general interest. 

When properly timed, the interim 
statement can be sent out as a “free rider’ 
with the quarterly dividend check—re- 
quiring no extra postage. But there are 
many corporations which prefer or have 
to mail their earnings reports separately, 
and then utilize the dividend mailing for 
what has come to be known as a “‘divi- 
dend stuffer’—also riding on the same 
postage. These ‘‘stuffers’” are often die- 
cut with an elongated oval to fit the win- 
dow envelopes, in order that the check 
may be inserted within the folder. Some 
of the “‘stuffers’’ are printed in two or 
more colors, dramatically illustrated with 
pictures of new products, factories, and 
the like. 

In most cases a “dividend stuffer’’ is 
utilized to announce—or explain—the 
dividend action of the board of directors, 
and there are a few instances where merg- 





ers and acquisitions have been reported 
for the first time to the stockholder 
through this vehicle. Of course, many of 
these “stuffers” have been advocating the 
purchase of War Bonds, but it appears 
doubtful if management will presume 
after the war to suggest how dividends 
should be spent. 

The war has produced a variety of spe- 
cialized brochures, Army and Navy “E” 
Awards announcements, and employee-in- 
service honor rolls which have been sent 
to stockholders under separate cover. And 
there are always the commemorative 
booklets—observing a silver, golden or 
diamond jubilee in the life of corpora- 
tions—that afford a less frequent oppor- 
tunity to remind the shareholders of the 
rich heritage represented by their invest- 
ment. Some institutions utilize calendars, 
diaries and other yearly devices as Christ- 
mas presents to their stockholders, and 
there have been instances where gift pack- 
ages of samples of the company’s prod- 
ucts have been offered at special prices to 
stockholders. Whiskey dividends will be 
recalled in this consideration of unusual 
treatment to corporation owners, but it is 
unlikely that this sort of product distribu- 
tion will become a common practice. 


EDUCATIONAL ADVERTISING 


With the production of a large volume 
of merchandise restricted by wartime 
shortages and the conversion of manufac- 
turing facilities to armaments, many com- 
panies have turned to “institutional,” or 
educational, advertising in order to keep 
their names before the public. The copy 
themes of most of these messages have 
had a direct appeal to the stockholders 
and prospective investors. More and 
more of these inspirational advertisements 
are being seen in the financial pages of 
the newspapers, and in the business and 
financial magazines. 

Along the same line, there has been a 
virtual revolution in the style of dividend 
notices, which in the past were set in 
agate type and run as “classified’’ adver- 
tising. Today many dividend announce- 
ments are advertised in two and three 
column space, restyled with attractive lay- 








INTRODUCING INNOVATIONS 


Better understanding between management and stockholders has resulted 
from the improvement in annual corporate reports. As a result, many corpora- 
tions are introducing innovations to strengthen further their stockholder relations. | 
These developments are discussed by Mr. Smith, Vice-President and Business | 
Editor of “Financial World,” New York, who is the originator and director of | 
that publication’s annual surveys of stockholder annual reports. 


—THE EDITOR | 
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outs which have transformed them into 
an effective addition to an educational ad- 
vertising program. Worthy of mention, 
also, is the growing use of “annual report 
advertising” by which many corporations 
are publicizing in paid space a condensed 
version of the annual report for the gen- 
eral public—and potential investors in 
their securities. 


ANNUAL MEETINGS 


No study of stockholder relations 
would be complete without a reference 
to the improved techniques in handling 
annual meetings. Once a hotbed of bicker- 
ing, the stockholder annual meeting in 
most instances has now become a session 
of high decorum, carefully planned step 
by step in advance. Some of our leading 
corporations now serve sandwiches, pie 
et coffee to those who attend, while 
others take their stockholders out for 
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luncheon at a club or hotel for a table 
d’hote meal. An unusual and encouraging 
development prior to the war was the 
holding of regional meetings in larger 
cities across the country where groups of 
shareholders were offered the opportunity 
once a year to meet the top executives 
and to view a movie or slidefilm about the 
corporation. It is expected that this ac- 
tivity will be expanded in the postwar 
era. 

This recital of many of the innovations 
which enlightened management is utiliz- 
ing to foster constructive stockholder re- 
lations suggests that the current decade 
may yet be known as the “forthright 
forties.” At least it can be said that a new 
era in stockholder relations has begun, 
and that the policy of laissez-faire toward 
the true owners of the corporations has 
been buried along with the “public-be- 
damned” attitude of early corporate man- 
agement. 


Company’s Stockholders Talk Back! 


One of the questions facing the Alle- 
gheny Ludlum Steel Corporation’s offi-' 
cials recently was this: 

“If the United States can get along 
with one vice-president, why do you have 
so many?” 

But Allegheny Ludlum asked for it, 
the Pittsburgh “Sunday Sun-Telegraph” 
commented in a recent feature article, 
pointing out that the company had sent 
a questionnaire to 12,000 stockholders, 
asking for a composite opinion on com- 
pany policies, management, prospects, 
and activities. Just about 3,300  stock- 
holders—most of them little fellows in 
finance—returned a blizzard of filled-out 
questionnaires, complete even unto the 
question of “How I would do it if I 
were king.” 

Since money was the motivating factor 
influencing them to become stockholders, 
dividends brought much comment, the 
“Sun-Telegraph” reported. 

One soul in California commented: “I 
am interested in dividends only.” 

Another stockholder in Maine said: “I 
have no criticism as long as reasonable 
return is received upon investment.” 

The questionnaire had also asked what 
stockholders thought of the firm’s new 
radio program. Sixty-five per cent. had 
never heard it. Most of the comment on 
radio advertising for metal alloys prod- 
ucts was unfavorable. One reply snapped: 
“Radio programs should be confined to 
companies selling direct to the public 
. . . . bobby-sox kids and housewives do 
not buy alloy steels.” 

One woman, with an invalid husband, 
complained: “I criticize the fact that divi- 
dend checks cannot be deposited without 
the names of both parties holding stock 
a Why are your checks dif- 





ferent from those issued by other com- 
panies ?”’ 

The company’s annual report evidently 
is in the ranks of the best sellers, for only 
2.1 per cent. of the responding stockhold- 
ers said they failed to read it. But they 
do not want to open the booklet and find 
pictures of employees and officials. . . . . 
That is, most of the stockholders do not 

One well-wisher wrote: ‘I hope it (the 
company) will always keep its youthful 
girth no matter how tall it grows.” 

A serious-minded individual criticized 
the lack of representation of the smaller, 
less prominent, stockholders on the board. 
He suggested that some who hold less 
than 100 shares should be elected to the 
board. 

But a California woman saw a great 
opportunity in the questionnaire. With 
a philosophy of I-help-you-now-you-help- 
me, she wrote: “I am collecting censored 
envelopes of the present war from for- 
eign countries. If any such come in and 
nobody in the office is collecting them, or 
saving them for friends, I would appre- 
ciate having some sent to me.” 


Utility’s Report Wins Award 
Third Consecutive Year 


The Puget Sound Power & Light Co. has 
won for the third year, the annual award of 
the Reddy Kilowatt Service for the best an- 
nual report to stockholders. Companies re- 
ceiving honorable mention were the Mississippi 
Power &. Light Co., Kansas Gas & Electric 
Co., Carolina Power & Light Co., Dallas Power 
& Light Co. and Southern Canada Power Co. 

The award, a bronze plaque, is given for the 
most instructive and attractive annual report 
issued to stockholders, designed to give the 
best conception of the company’s activities. 
Judges were Merryle Stanley Rukeyser, eco- 
nomic analyst; S. B. Williams, editor, Elec- 
trical World, and Col. H. S. Benion, vice 
president and general manager, Edison Elec- 
trical Institute. 











Progress in Reports Points 
to Further Steps 


Discussing modern corporate re- 
ports in a recent editorial, the “Wall 
Street Journal,” of New York, de. 
clared that “corporate reports to 
shareholders, we venture to say, are 
more fully read by their recipients 
today than ever before. Nor is the 
reason far to seek—they are at once 
more informative and more interest. 
ing. One has only to compare the 
recent statements of almost any large 
corporation with that issued by the 
same corporation a decade ago to 
realize the vast improvement that has 
been taking place over the years. 

“By and large, reports today indi- 
cate a desire on the part of manage- 
ments to inform and interest the 
owners of the corporations they serve. 
Report today is often a bulky docu- 
ment, its contents being confined by 
no means to mere statistics but in- 
cluding full and open discussion of 
the various problems of the industry 
and of the particular company. Many 
are profusely illustrated with photo- 
graphs of interesting features of the 
companys operations and of its 
products. 

“These changes and innovations 
have all been for the better. They 
tend to increase public goodwill, an 
asset of prime importance to any 
business. The best foundation of 
goodwill, however, is understanding 
and it seems to us that little has been 
done to solve the troublesome prob- 
lem of making corporate statistics, 
which are unavoidably the core of a 
report, understandable to the aver- 
age reader. The so-called streamlined 
income statement adopted by several 
corporations is without doubt an im- 
portant step in this direction but 
what has been done so far has been 
only enough, we believe, to make 
clear how much yet remains to be 
done.” 











Wage and Salary Problems 
Are Analyzed 


Current problems in wage and salary stabi- 
lization were analyzed at a conference on 
April 28 in New York under the auspices of 
the division of general education of New 
York University. The chairman and discus 
sion leader was Dr. Emanuel Stein, associate 
professor of economics of New York Univet- 
sity, who was formerly a member of the Na- 
tional War Labor Board, Region II. The lec- 
turers were: Mr. C. A. Pearce, director, wage 
stabilization division, National War Labor 
Board, Region II; and Mr. Walter Gellhorn, 
vice chairman, National War Labor Board, 
Region II. Mr. Pearce discussed “Wage Sta- 
bilization Policies’’ and Mr. Gellhorn’s pres- 
entation covered the ‘Enforcement of Wage 
Stabilization Regulations.” 
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Sound pension and profit sharing plans 
should have the five approvals of: 


I. The public, 
Il. The government, 
Ill. The stockholders, 
IV. The management, and 
V. The other employees. 


Many plans have received tax approval 
which are deficient in one or more of 
these aspects. All plans should be re- 
viewed with reference to these five fac- 
tors and where deficient immediate 
amendments should be considered. In 
many situations, now is probably the best 
time to make any such amendments. 

These were the opening remarks of 
Meyer M. Goldstein, Director of the Pen- 
sion Planning Company of New York 
and General Agent of the Connecticut 
Mutaal Life Insurance Company in that 
tity, speaking at the Tax Forum, at the 
Union League Club in Philadelphia, on 
February 23, 1945. 

Mr. Goldstein’s remarks on each of 
those five approvals follow: 


PuBLic APPROVAL 


First, and foremost, enlightened in- 
dustrial democracy recognizes that any- 
thing of lasting quality must be in the 
public interest and for the public wel- 
fare. Obviously, the serving of the pub- 
lic welfare is the only justification for a 
tax subsidy at any time. But in war time 
the welfare of the nation as a whole is 
paramount. 

Why are sound employee benefit pro- 
gtams in the public interest? Among the 
main reasons are: 


(1) Sound plans improve employee 
morale. Employee morale is tremendously 
important in peace times, but it is crucial 
in war times. Many studies have con- 
firmed that war production is highest 
where employee morale is best—and con- 
versely that war production slumps where 
employee morale is low. 

(2) Sound plans increase ‘employee 
efficiency and decrease waste. Not only 
does the quantity of work increase but 
likewise the quality. 

(3) Sound plans reduce labor turn- 
over by attracting desirable new em- 
ployees and holding desirable old ones. 
Production suffers and costs mount where 
there is large turn-over. The graceful re- 
tirement of older employees makes room 
for promotion all along the line. 

(4) Sound plans minimize labor dis- 
cord and strikes. The U. S. News reports 


Tax Approval of Pension and Profit 
Sharing Plans Is Not Enough 


that “there were 5,000 strikes in 1944, 
more than in any year since records began 
to be kept in 1916. These strikes involved 
2,100,000 workers, or 72 of every 1,000 
employed. Strikes have increased every 
year since Pearl Harbor, and officials see 
no reason to believe this trend will be 
reversed in 1945.” 


This is during war and in spite of 
the ‘‘no strike” pledge. 

All students agree that labor relations 
is one of our major post-war problems. 

There have been many surveys which 
have proved the value of sound employee 
benefit programs. A recent study of 100 
representative corporations with pension 
plans was reported in Nation’s Business 
of November, 1944 and in Readers’ Di- 
gest of December, 1944. The article 
stated: 


“Company after Company reported in- 
creased production, less labor trouble, bet- 


_ter worker morale. More than 80 of these 


100 Companies reported lower labor turn- 
over.” 

(5) Sound plans minimize Govern- 
ment activit—-Government, the world 
over, is accepting the welfare of its citi- 
zens as one of its proper areas. Hence it 
looks to provide for the aged, the sick, 
the unemployed and their dependents. 

Further, at least the original concept 
of our Social Security System was that 
the ‘‘adequacy’’ of these benefits was gen- 
erally expected to be held at the sub- 
sistence level and to be supplemented by 
whatever additional provisions the in- 
dividual could provide by himself and 
through the cooperation of his employer 
—all under our concept of ‘Free Enter- 
prise” and the “American Way.” 

It is in the public interest to offer pri- 
vate enterprise the opportunity and the 
challenge to “‘take care of its own,” in 
order to hold the area of Government 
activity to a minimum. 

Please note that we have continually 
used the qualified phrase “sound plans.” 
It is natural that there should be differ- 
ences of opinion as to what represents 
“sound plans.” Public opinion will ulti- 
mately assert itself by indicating to Con- 
gress which types of plans are in the 
public interest. Meantime, we can only 
repeat the same advice we gave about 10 
years ago in a similar talk. 

“Let your conscience be your guide” — 
and you'll probably have a sound plan 
and in the public interest. 

The second of the five approvals is that 
of the Government. 
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Congress and the Treasury Department, 
as trustees for all the citizens, have recog- 
nized that the Public Welfare is served 
by encouraging sound plans through a 
tax subsidy that has been in every tax 
statute since our first Revenue Act of 
1913. 

In the Revenue Act of 1942, a war- 
time measure, the relevant sections were 
overhauled. 

It is estimated that $1,000,000,000 to 
$1,250,000,000 was contributed into Em- 
ployee Pension, Stock Bonus and Profit- 
Sharing plans during 1944. From this 
huge sum it is obvious that the Govern- 
ment has made a substantial contribution 
towards the cost of these plans in the form 
of a tax subsidy, in two major directions. 

The first is in the form of the deduc- 
tions by the employer. It is estimated that, 
if this sum had not been invested in em- 
ployee plans and had been fully subject 
to tax, that there would have been $750,- 
000,000 of additional taxes paid. Of 
course, it is entirely likely that some of 
this same $1,000,000,000 to $1,250,000,- 
000 might have been spent in other ways 
that might also have been deductible as 
business expenses and, therefore, the ac- 
tual collected would have been less than 
the $750,000,000 figure. 

The second direction of tax subsidy 
is in the form of a deferment of the in- 
come tax to the participants until such 
sums become available to them. By con- 
trast, if any of these employer contribu- 
tions had been paid in the form of salary 
increases or bonuses, then such additional 
compensation would have been currently 
taxable to employees at their highest tax 
brackets on top of all their other in- 
come; whereas, employer contributions 
into these employee plans become taxable 
to the employees at a time when there is 
a probability that their own tax brackets 
will be lower when their earned income 
has ceased. Also, that the Government 
tax rates at that time might be lower, dur- 
ing the period over which these pay- 
ments are spread for the balance of the 
lifetime of the recipient in the form of 
pension income. 

In order to carry out his responsibil- 
ity for administration of this section of 
the Revenue Code, the Commissioner of 
Internal Revenue has followed through 
with a new special Pension Trust Unit 
in Washington and hundreds of capable 
field representatives throughout the coun- 
try. Much progress and an almost im- 
possible administrative job was accom- 
plished in handling the landslide of 
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7,500 plans of which about 5,500 were 
new ones and some 2,000 were pre-war 
plans. 

Based on such reviews the Commis- 
sioner has sent out the approval letters. 
But, even in the field of tax approvals, 
those letters are not enough. 

(1) 1944 Tax Approval Not Enough. 
Many people think that just because their 
plan was approved in 1944 that they can 
sit back and forget about taxes. That is 
not so. The burden of responsibility is 
on the taxpayer. to keep his plan abreast 
of changes in rulings. In fact the tax 
law says that a plan must meet the re- 
quirements of the statute once in each 
quarter of each taxable year. 

(2) Section 165 Approval Does Not 
Mean Section 23. (p). The only approvals 
that have been issued by the Commis- 
sioner deal with approvals under Section 
165. But rulings and approvals under 
23 (p), as to deductions, under the Reve- 
nue Act of 1942 are now being devel- 
oped. 

(3) The Tax Law Is Still in the Mak- 
ing. To realize the improvement that has 
taken place all one need do is compare 
the old Sections 165 and 23 with the 
new ones under the Revenue Act of 1942, 
as amended, and to compare the old ad- 
ministration of those Sections with that 
of the present. Nevertheless, there are 
still many areas of uncertainty that will 
need to be cleared up with the passing 
of time. Therefore, Government tax ap- 
proval at best is a temporary, year to year, 
affair. 

(4) Wage Stabilization Approval. In 
certain types of Section 165—approved 
pension and profit-sharing plans, Wage 
Stabilization approval is automatic and in 
other plans they are approvable—but ap- 
plication must be made. 

(5) S. E. C. Jurisdiction. In certain 
types of plans the Securities Exchange 
Commission is concerned with protecting 
the Public Interest—at least to the extent 
of seeing that there is full disclosure of 
the facts. 


STOCKHOLDER APPROVAL 


The third of the five approvals deals 
with that of the owners of the business. 
As far-seeing owners they are concerned 
not only with their own welfare, but also 
that the employee plans meet the other 
four approvals of the Public Welfare, 
the Government, the Management, and 
the other Employees. 

In the fields of Public Welfare, stock- 
holders should satisfy themselves that 
their company plans are in the public in- 
terest. 

In the field of Government, stockhold- 
ers should do everything in their power 
to see that our Social Security System is 
held within the bounds of subsistence 
level. Otherwise it will be encroaching on 
the entire Democratic System of private 
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property and individual initiative which 
is the keystone of all investments. 

In the fields of determining the ap- 
provals of management and the other em- 
ployees, stockholders would want to ask 
the following questions: 

(1) Why Have Pension or Profit Shar- 
ing Plans? The answer is because they 
have been found to be the best way of 
solving the business problems of: (1) 
What to do with aged employees; (2) 
What to do with disabled employees; 
(3) What to do with dismissed em- 
ployees; (4) What to do with depend- 
ents of deceased employees; (5) What 
to do to create incentives among em- 
ployees. 

(2) Why can’t employees take care of 
their own old age? Investors then say, 
“our company paid them well. Why don’t 
they save enough to take care of their 
own old age?” 

The answer is that many do. How- 
ever, whether due to improvidence, bad 
investments, family sickness, inadequate 
savings, margins or other reasons, ex- 
perience shows that most employees are 
financially unable to retire at anything 
like the standard of living to which they 
have been accustomed—and many are 
still just a pay check ahead of the sheriff. 

Further, this condition is being ag- 
gravated by the higher cost of living 
and the era of high personal income 
taxes. 

Therefore, many of these employees 
will want to stay on the Company’s pay- 
roll as long as they can—in fact until 
they die. 

(3) Isn’t Social Security Adequate? 
The pension problem can’t be solved by 
the present age benefits of Social Security. 
The present maximum primary age bene- 
fit which will be payable in 1947 will be 
about : 





We then begin to analyze some of 
the specific problems that stockholders 
need to be interested in before they can 
give enlightened approvals: 

If we concede that many of the perma- 
nent employees of a company will not 
be in the financial position to voluntarily 
retire when they reach the age of maxi. 
mum efficiency we see that the next move 
is up to the company and that it is a com. 
pany problem as well as a social and em. 
ployee problem. 

The company has but three choices 
with reference to the super-annuated 
group. These are: 


(a) To Fire Them 
(b) To Keep Them on the Payroll 
(c) To Pension Them 


Let us look into these three choices: 


(4) What about the “Fire-them’ 
method? Naturally, the firing of long. 
service employees is likely to be disrup- 
tive of employee morale. If the aggres- 
sive young men of an organization see 
such object lessons as the firing of “Bill” 
after 40 years of service, they say to 
themselves that they don’t want that to 
happen to them. So they begin casting 
about for a job in a company which 
treats its employees differently. So it 
seems clear that the “fire-them” policy 
won't work. 

(5) What about the “pay-roll” 
method? In fact, what most companies 
have done is to keep super-annuated em- 
ployees on the pay-roll. This keeping 
them on the “pay-roll” method is “like a 
thief that steals up in the dark.” At the 
end of the first generation of a business 
this item goes by unnoticed because there 
are only a few of them. That is because 
these few are the survivors of a small 
group hired when the business began 30 


$29. or 29 per cent. of earnings at the $ 1,200. annual level 
$34. or 23 per cent. of earnings at the $ 1,800. annual level 
$40. or 20 per cent. of earnings at the $ 2,400. annual level 
$45. or 18 per cent. of earnings at the $ 3,000. annual level 
$45. or 10 per cent. of earnings at the $ 5,000. annual level 
$45. or 5 per cent. of earnings at the $ 10,000. annual level 
$45. or 3 per cent. of earnings at the $ 20,000. annual level 
$45. or 1 per cent. of earnings at the $ 50,000. annual level 


$45. or 14 of 1 per cent. of earnings at the $100,000. 


It seems clear that these benefits are in- 
adequate to encourage employees to re- 
tire on these benefits alone. 

Obviously the addition of the extra 50 
per cent. for the wife’s benefit if she is 
living and also age 65 falls far short of 
the requirements. 

If Pension Benefits are adequate they 
can serve as a means of helping return- 
ing Veterans to find better jobs because 
many older men have been working ener- 
getically and patriotically during this war 
period when they were so vitally needed. 
Such men would be happy to retire if 
they had a reasonable pension as soon as 
the war is over and thereby make way 
for promotions for returning Veterans. 


annual level 


to 40 years ago. But in successive decades 
this number will grow cumulatively as 
long as the number of employees grows 
and even for another generation after the 
business stabilizes. 

We made such a “‘super-annuation’ 
study for one client and the trend line 
of costs was mounting from 2 per cent. 
to 8 per cent. of pay-roll. 

Investors should know the supet-an- 
nuation problem in their companies. 

Remember, we are talking about these 
older-age employees who are kept on the 
payroll because the company does not 
choose to fire them. We must also real- 
ize that included in these oldsters are the 
survivors of the “cream of the crop” of 











me of 
holders 
1ey can 


perma- 
ill not 
intarily 

maxi- 
t Move 
a com- 
id em- 


choices 
nuated 


roll 


ces: 


them” 
long- 
istup- 
pgres- 
N see 
“Bill” 
ay to 
lat to 
asting 
which 
So it 
policy 


-roll” 
anies 
1 em- 
eping 
like a 
t the 
siness 
there 
cause 
small 
n 30 


-ades 
y as 
rows 
r the 


fon” 
line 
cent. 


hese 
. the 

not 
real- 
the 
” of 








the prior generation of employees. They 
helped make the company what it is to- 
day. 

But, as an investor in the company to- 
day what is the problem? It is that the 
company is building a mounting cost of 

ttially dead-wood overhead which, con- 
tinued long enough, could lead the com- 
pany to a top-heavy overhead and even 
to a non-competitive position. 

(6) What about the Pension Fund 
Method? How did the company get that 
way? Very simple. It failed to set up a 
human depreciation reserve account which 
is another name for a pension fund. No 
accountant would have permitted this 
company to fail to set up adequate ac- 
counts for the depreciation or obsoles- 
cence of plant machinery or equipment. 
If the useful life of a machine is 20 years 
it is written off by building up a fund at 
the rate of 5 per cent. a year so that at the 
end of 20 years the company can replace 
the machine with a new one. Why not the 
same with humans? We know that the 
useful life of a man age 25 is about 40 
years to age 65. Why can’t we put aside 
a modest sum each year to replace him as 
conveniently, financially, as we do the 
machine ? 

May we remind you again, that the 
company has decided not to fire this “hu- 
man machine” at say age 65 and that he 
needs to and wants to work. So we see 
that the moment a company decides not 
to fire, then the logical method is to set 
up a pension fund during the active lives 
of these employees, because the only other 
choice, namely keeping them on the pay- 
roll, is unsound and too expensive. For 
example, let us say that a company keeps 
100 super-annuated employees, ranging 
from ages 65 to past 85 on the payroll 
until they die or become disabled regard- 
less of age or usefulness, and that the 
estimated payroll they will receive from 
the company until death or disability ag- 
gtegates $2,000,000. Isn’t it conceivable 
that these same tasks.could be performed 
by 50 younger and even more efficient 
employees at a payroll cost of even less 
than $1,000,000 over the same period ? 
This admittedly over-simplified illustra- 
tion does not attempt to measure the hid- 
den and intangible costs in inefficiency 
of failure to attract or hold desirable em- 
ployees because they know they have to 
wait to fill dead-men’s shoes. 

From the employees’ standpoint the 
payroll method is unsatisfactory because 
it is purely voluntary and may be termi- 
nated by future management and future 
investors due to mergers, consolidations 
and such. But with a pension fund, ir- 
tevocable and divorced from the assets of 
the business, the employee knows that he 
S protected at least as long as such pen- 
sion funds permit. 

If the investor has now reached the 
decision that, in principle, a pension plan 
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is indicated he would then want to ask 
some questions as to how it actually works 
out in practice. 

(7) How will this plan look under 
normal corporation tax rates? Obviously, 
these plans are appealing to owners of a 
business when Uncle Sam is paying most 
of the cost out of what would otherwise 
be excess profits taxes. But how will the 
investors look at this plan when they are 
called upon to pay most of the cost in 
the postwar era when corporate taxes will 
presumably be reduced to perhaps 40 
per cent. rate or less. This will mean that 
stockholders will then pay 60 per cent. 
of the cost instead of the 20 per cent., or 
less, they are paying today. Therefore, no 
plan should be established today unless 
the owners of the business consider that 
they will be getting full value during 
periods of normal taxes. 

(8) A solution to the wage freeze. 
Also, no plan should be installed sim- 
ply as an expedient to overcome the 
present wage-freeze of wage stabilization. 
Such a plan will be in jeopardy in the 
post-stabilization era. At such a time, any 
plan born solely of wage stabilization, 
will find itself in a dilemma. If the 
company abandons the pension or profit 
sharing plan it may lose the tax deduc- 
tions retroactively. You will remember 
that the Commissioner of Internal Reve- 
nue has stated that if a plan is abandoned 
in the early years for other than “busi- 
ness necessity” he reserves the right to 
review the tax deductions retroactively 
to the extent that the tax law permits. 
And the burden of proof is on the tax- 
payer. The other horn of the dilemma is 
that if the Company keeps such a plan 
going it may find it difficult to also meet 
postwar low-cost competitors. Therefore, 
a company should not establish a plan 
unless it feels that it can continue to meet 
the cost of such a plan and also maintain 
its competitive postwar position. 

(9) Comparison with the Past. This 
brings us to the next point. It is just 
plain common sense to analyze the plan 
in retrospect. The question is ‘Could our 
Company have financed this plan in the 
past?” If not, th®& how certain are we 
that our postwar prospects can sustain 
this expenditure? Obviously, the annual 
current costs of the plan should be set 
opposite the past earnings record to de- 
termine if it could have sustained such 
costs, and also if the stockholders would 
have been willing to do so. 

(10) Flexibility for Bad Years? Re- 
gardless of the past, and of the bright- 
ness of future prospects, the next ques- 
tion is ‘“What about bad years?’ Are we 
obligated to high fixed annual costs? Can 
we reduce or suspend contributions with- 
out jeopardizing the permanency of the 
plan or the benefits currently due em- 
ployees? If the plan does not permit of 
this flexibility then perhaps it should be 
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amended now because the sooner the 
straight jacket is removed the better. 

At this point let us clear up a com- 
mon misunderstanding which has caused 
some companies to avoid establishing any 
plan or to establish profit sharing plans 
who really needed and preferred pension 
systems. Such people think that all sound 
pension systems require regular annual 
payments in order to obtain tax-approval 
or to keep the plan “actuarially sound.” 
That is wrong. This mistaken impression 
probably came about because certain types 
of insured plans call for the payment of 
level premiums. 

(11) Férst year costs versus future 
years’ costs. Many plans are installed 
without adequate estimates of future 
years’ costs. This jeopardizes the per- 
manency of the plan. Some of the reasons 
why first year costs will be out of line 
with future year’s costs are: 

(a) New entrants. For instance, a plan 
might take in all of the five-year eligibles 
but because the business has expanded 
materially in the last five years there might 
only be 100 present eligible employees 
with five years or more of service out of 
1,000 employees. But if the business 
maintains the same level of employees in 
the post-war period it is obvious that there 
might be hundreds of employees ulti- 
mately eligible in the five-year group. 
Naturally 500 ultimate participants will 
cost more than the original 100 par- 
ticipants. 

(b) Broader Coverage. Another exam- 
ple would be a plan which was originally 
confined to employees earning over 
$3,000 per year. Such a plan generally 
covers from 1 per cent. to 10 per cent. of 
the employees and averages about 4 per 
cent. If such a plan were later extended 
to cover all of the employees it is obvious 
that the admission of the formerly ineli- 
gible 96 per cent. would add substantially 
to the future years’ costs as compared to 
the first year cost for the original 4 per 
cent. of entrants. Another illustration of 
broader coverage would be a plan that 
was originally confined to just salaried 
employees. This might have taken in 10 
per cent. of employees and omitted 90 
per cent., i.e. the hourly paid employees. 
Obviously when and if the 90 per cent. 
are admitted costs will go up sharply. 

Another example is a plan which elim- 
inates from benefits all employees past 
say age 55 at the time the plan begins. 
This means that the company is deferring 
the cost of financing the pension costs of 
these people out of payroll, probably, in 
the future. 

(c) Inadequate actuarial assumptions. 
Another way in which costs would go up 
would be if the original actuarial assump- 
tions were inadequate to meet actual ex- 
perience. For instance, if the original plan 
assumed that interest would be earned at 
the rate of 3 per cent. and then the actual 
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interest earned were only 2 per cent. it 
would mean that deficits would develop 
that would increase future years’ costs. 
This is true in a self-administered plan 
or a group contract whether it be group 
annuities or group permanent retirement 
contracts. The individual policy would 
not meet this interest problem for policies 
once they had been issued, but would 
meet it on subsequent issues of such pol- 
icies. Similarly, if the mortality table that 
was used in the first year turned out to be 
inadequate, then subsequent costs as to 
this factor would rise. For instance, if 
the mortality table assumed that 40 out 
of 100 were going to die before retire- 
ment but in actual experience 20 out of 
100 died, this would mean that there 
would be 80 pensioners instead of the 
anticipated 60. Hence future costs would 
need to increase to provide pensions for 
the extra 20 pensioners. This is of im- 
portance in trusteed-security-invested plans 
called “self administered.” 

It is also true in group contracts of all 
types. This is met by rate increases on any 
anniversary after the 5th year of the plan. 
The individual policy feels this influence 
in dividend reductions as well as in in- 
creases of premiums on future policies 
issued. Therefore, it is of interest to stock- 
holders to know whether the actuarial as- 
sumptions underlying first year costs are 
as conservative as possible towards meet- 
ing the benefits under the Plan. This is 
doubly important during these high-tax 
years. It is hardly conservative to under- 
pay today’s deductible costs and thereby 
shift a deficit to the next cycle of lower 
taxes and perhaps lower profits. 

(d) Inadequate Benefits. Another 
form of under-statement of today’s costs 
at the expense of tomorrow is that of in- 
adequate benefits. This is not so percep- 
tible. For example, let us assume that em- 
ployees at a certain wage level need at 
least one-third of their pay as a mini- 
mum retirement benefit. So if we set up a 
20 per cent. pension benefit they will be 
unable or unwilling to retire. Hence, the 
company probably may some day make up 
the 1314 per cent. deficit. If eventually, 
then why not now? Most plans make the 
mistake of having the benefits adequate 
at some compensation levels but inade- 
quate at others. Often a plan can be re- 
designed so as to make it more effective 
even within the same budget of costs. 
Therefore, if a present pension plan is 
not effective at all wage levels it should 
be re-studied to see what can be done 
about it. If it requires amendment, this is 
probably a better time to make a change 
than during a subsequent period when 
taxes and profits may be lower and when 
employee morale might be more disturbed 
than if it were done today. 

Another practice, which is too preva- 
lent, is to require all original entrants 
to have a minimum of ten years participa- 
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tion, i.e., that an employee age 72 can- 
not retire until age 82. Why not finance 
his pension benefits adequately now, so 
as to enable his retirement when he is 
super-annuated ? 

A Pension Plan to be effective must be 
adequate—at all levels of compensation— 
low paid, medium paid and high paid. 
Maximum ceilings on pensions is a sub- 
ject that requires careful study in each 
case. 

The fundamental questions on costs for 
an investor to ask are: 


1. Will this cost produce an effective 
pension system or is it just a partial 
makeshift ? 

2. If it will not do an effective job then 
can the plan be amended so that the 
same appropriation will do an effective 
job? 

3. If not can we stand the higher cost 
to do the job correctly? 


(12) Does the plan carry out the busi- 
ness purposes intended? Many plans have 
been established without careful analysis 
of the business purposes to be solved. 
As a result they are a hybrid of mixed 
purposes, that are going in all directions 
at the same time. For instance, if the com- 
pany has a limited budget and if the 
basic purpose of the plan is to provide 
pension benefits then that basic purpose 
can be harmed or defeated if the com- 
pany has expended too much in other 
directions such as vested rights on sev- 
erance of employment or death. The load 
of triple benefits may cause the whole 
program to bog down. It would have 
been better if the company had ‘called 
its shots’’ more carefully and concen- 
trated its budget more effectively. 

(13) Pension versus . profit sharing 
plan. An example of this lack of defi- 
niteness of purpose comes up in the ques- 
tion of whether a company should choose 
a pension plan or a profit sharing plan. 
Of course, the ideal situation is to have 
both plans because each one could then 
be designed to serve different business 
purposes. For instance, a Pension Plan 
could then provide a reasonable base of 
economic security and the deferred Profit- 
Sharing Plan could produce supplemental 
benefits. But if a company can only af- 
ford one plan it then becomes a case of 
choosing the plan which will come closest 
to accomplishing the primary business ob- 
jectives which the company has in mind. 
If the company wants to take care of the 
company’s problem of super-annuated 
employees then the company needs a pen- 
sion plan. 

In other words, a profit sharing plan, 
under current Tax Law and Rulings, can- 
not be an effective pension system for 
almost a generation after it begins. That 
is, it takes a good many years before a 
profit sharing plan can build up enough 
credits for an individual to enable him to 





receive an adequate pension. Thus, the 
older employees under a new profit shar- 
ing plan will still be a pension problem 
to the company. 

On the other hand, under current Wage 
Stabilization rules, a deferred profit shar. 
ing plan can be designed for other sound 
business purposes. For instance, it can be 
used as a sort of deferred compensation 
bonus plan by providing that distribu. 
tions to participants shall commence 10 
years after contributions by the company 
into the fund and spread over the subse- 
quent 10 years on the “10 years in and 
10 years out rule.” 

Or, the deferred profit sharing fund 
can have a sort of dismissal wage as one 
of its objectives (but not the primary or 
exclusive one) by a provision that a 
severing employee’s share in the fund 
may be paid out at the rate of say 20 per 
cent. a year for 5 years after such sever- 
ance of employment. 

Or, the profit sharing plan fund can be 
used to provide some supplemental tre- 
tirement benefits, disability benefits or 
death benefits based on whatever has been 
accumulated for such participant at such 
time. 

(14) Can company amend or termi- 
nate the Plan? The answer is yes, the plan 
may be amended or terminated in whole 
or in part at any time. However, proper 
safeguards must be incorporated to pro- 
tect the participants with reference to any 
funds previously accumulated, and con- 
sideration must be given to the Commis- 
sioner’s test of “permanency” and rul- 
ings on terminations of plans. 

(15) What benefits should be in- 
cluded? While these plans are called Pen- 
sion or Profit-Sharing Plans, there are 
four economic benefits that may be in- 
cluded. These are: 


(a) Pension benefits 

(b) Disability benefits 

(c) Death benefits 

(d) Unemployment benefits 


Of course, an ideal program would 
cover all four benefits fully. But it is 
generally a matter of trimming the bene- 
fits to meet the Company’s budget and 
the primary business purposes. There- 
fore, investors want to be satisfied that 
the budget for Employee Benefits has 
been soundly allocated between the vati- 
ous benefits. For example, some pension 
plans have stressed the Unemployment 
Benefits. If this is carried too far it may 
affect the Company's financial ability to 
also provide adequate pension benefits. 

(16) What employees should be elt- 
gible for membership? This is one of the 
major questions to be determined. On tt 
hinges the approvals of the Public, the 
Government, the Management and the 
other employees. Therefore, stockholders 
should not be contented merely because 4 
plan has receivd tax approval. 
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The determination of who is eligible 
should be most carefully considered by 
investors and related to the business pur- 
poses that are intended to be served. 

(17) Should the Plan be insured or 
invested in securities? There are four 
financing methods. These are: 1. Securi- 
ties Trust Fund, called “Self-Adminis- 
tered”; 2. Insured via Group Contracts 
with insurance companies; 3. Insured via 
individual policies with insurance com- 
panies ; 4, A combination of the forego- 
ing. 

Each method has advantages and dis- 
advantages. But the selection of the 
financing method is very important be- 
cause it determines the answer to many 
questions, such as: 


(a) Is it possible for this company 
to have any plan ? 

(b) What are the first year costs? 

(c) What will be the subsequent 
years’ costs ? 

(d) Which is better tax-wise ? 

(e) Which is easier to amend or termi- 
nate ? 

(f) Which is most flexible in bad 
years ? 

(g) What benefits may be included ? 
. (h) What employees may be included ? 

(i) Which is more likely to receive 
public approval ? 

(j) Which is more likely to receive 
government approval ? 

(k) Which is more likely to receive 
management approval ? 

(1) Which is more likely to receive 
employee approval ? 


MANAGEMENT APPROVAL 


The fourth approval is that of manage- 
ment. 

Management, as trustees for stockhold- 
ets, has the basic responsibility in the 
determination of the various problems 
as to whether a company should have a 
plan and, if so, what type of program, 
what employees to include, what bene- 
fits to be granted, what financing meth- 
ods to be used, and what methods of ad- 
ministration to be employed. On these 
decisions will be determined the other 
four approvals of the Public, the Gov- 
ernment, the Stockholders and the Em- 
ployees. 

In addition, management has a unique 
tesponsibility in deciding issues in which 
they as individual employees are involved. 
As a result, management needs to be care- 
ful that it doesn’t bend too far back- 
wards or too far forwards, so that it does 
not evolve features that may not receive 
the approval of future management. 


EMPLOYEE APPROVAL 


Not at all listed in order of impor- 
tance is the fifth approval, that of em- 
ployees. 

It is obvious, of course, that the more 
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benefits employees receive the more 
pleased they would be. But the maximum 
employee satisfaction has to be purchased 
within the framework of the other four 
approvals of the Public, the Government, 
the Stockholders (especially) and the 
Management. 

From this point of view, employee 
benefit programs may be considered as 
one of three types of compensation that 
are developing in this country, namely: 


(1) Cash compensation—regular “take- 
home” pay 

(2) incentive compensation—extra “take- 
home’ pay for a better-than aver- 
age job 

(3) deferred compensation—in the form 
of deferred pension, stock-bonus and 
profit-sharing plans. 


Just as there are five problems involved 
in the delicate balancing of cash and in- 
centive compensations, so too, there are 
fine shadings in deferred compensation 
plans which spell the difference between 
employee satisfaction and dissatisfaction. 

As we have seen sound employee bene- 
fit programs produce the desired benefits 
in improved employee morale, efficiency, 
turn-over and labor contentment. Un- 
sound plans have just the opposite effect. 

All realize that employer-employee re- 
lations is one of the major postwar prob- 
lems. In fact, several of the questions 
we have been considering revolve around 
this aspect. For instance: 


1. Does the plan appear permanent ? 

2. Are the benefits really adequate to do 
the job for aged and disabled em- 
ployees—whether low, medium or high 
paid ? 

. Are all employees covered ? 

. Are benefits applied equitably ? 

. Has the company the right type of 
plan—pension or profit-sharing ? 


WB Ww 


CONCLUSION 


It is just one of the five perpetual ap- 
provals needed from the Public, the Gov- 
ernment, the Stockholders, the Manage- 
ment and the other Employees. 

In considering these five approvals con- 
sideration needs to be given to the fol- 
lowing: 

(1) What is the super-annuation prob- 
lem of the Company ? 

(2) Is the Company meeting it through 
the policy of firing, payroll or pen- 
sions ? 

(3) If the Company has no pension fund, 
why not? 

(4) If the Company has a Pension Plan, 
is it effective at all levels of pay? If 
not, why not? 

(5) Are pension plan costs geared to 
normal profits and taxes? 

(6) Is the pension plan flexible to per- 
mit of little or no payments by the 
Company in bad years? 
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(7) Has the plan been designed with 
careful consideration of permanency ? 

(8) Have the advantages and disadvan- 
tages of pension and profit sharing 
plans been explored ? 


Public Relations of Concerns Needs 
Analysis, Speaker Declares 


“Unless some concerns in this country get 
their public relations straightened out pretty 
quickly, they are liable to find, after the war, 
that they have no public to have relations 
with!”, Kinsey N. Merritt, general manager 
of public relations for Railway Express Agency, 
declared recently at a meeting of the National 
Association of Public Relations Counsel in 
New York. 

“The public,” declared Mr. Merritt, “is 
nearly fed up with the indifference, incon- 
veniences and discourtesies they encounter al- 
most daily whenever they make purchases. The 
American people hate to be slighted, but they 
have suffered in silence, because of the war.” 
He conceded labor and material shortages have 
been partly responsible, but once the pressure 
of the emergency is relaxed, people will give 
vent to their suppressed indignation and resent- 
ment and seek retribution of the business, 
which tolerated this wanton disregard of their 
interests and goodwill. 

“The job of public relations is not merely 
to interpret the business to the public,” said 
Mr. Merritt, “but also to interpret the public 
to the executives and through them to the em- 
ployes who make actual contact with people 
seeking to buy. Too many confuse press rela- 
tions with public relations, which is actually 
how a business is run, from top management 
down.” 

“Successful business management calls for 
four stages in its public relations procedure,” 
the speaker continued, “the first and most im- 
portant of which is to determine, by opinion 
surveys or any other practical way, just what 
the public wants in the way of a product or 
a service. The second step is building a reputa- 
tion for the product or service through pub- 
licity, not by special stunts to capture space, 
but to provide legitimate news, which every 
industry contains, although it may be some 
trouble to dig it out. 

Merritt listed advertising as the third power- 
ful factor in a well organized program and 
declared that, in his opinion, the public rela- 
tions counsel, official or department, should 
have a voice in such matters, to make sure 
that all statements in advertising copy is based 
on facts. Instruction of employes to train them 
in dealing honestly, fairly -and courteously 
with the public was the last, but a very vital 
phase of the subject. 

“In the last analysis,” the speaker pointed 
out, “every business concern is judged by the 
actions and attitude of its personnel; in fact, 
they personify the company they represent. If 
they affront the customer, it is the company, 
not merely the employe, which is considered 
arbitrary and un-cooperative. Good public re- 
lations cannot be accomplished if the men 
and women whom the public meets do not 
put it into actual practice. American busi- 
ness realizes that and the place of public rela- 
tions in management seems headed for a bright 
future.” 


Controls Program Curbs Inflation 


Both World War I and World War II wit- 
nessed an inflationary trend in prices and 
wages but the current program of federal con- 
trols has held down a greater inflationary urge 
stimulated by this war, Dun and Bradstreet 
reports. 
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Controller’s Interest in Insurance Protection 


Insurance protection from the viewpoint 
of the controller was analyzed at the March 
8 meeting of the Toledo Control of the 
Controllers Institute of America by J. L. 
Epler, manager of Western Adjustment & 
Inspection Company, Toledo. Confining 
his remarks to coverages issued by fire and 
marine insurance companies, Mr. Epler 
cited actual but unidentified cases recently 
encountered. He declared that the funda- 
mental premises qualifying the need for 
insurance protection are: 


No business is on an economically sound 
basis unless it has cash reserve funds sufficient 
to replace its property in event of total destruc- 
tion by casualty. Further, it is desirable to 
protect the earnings of the business during 
suspension of production resulting from dam- 
age or destruction of facilities. 

Insurance companies will post the necessary 
reserve fund for the business, as well as indem- 
nify them for loss of earnings sustained when 
caused by physical damage to the facilities 
from casualty. These services are provided in 
consideration of certain policy provisions and 
relatively small premiums which are legitimate 
items of business expense. 

By carrying insurance to supply the reserve 
and guarantee the continuance of earnings, 
funds otherwise required are available for 
working capital, and commitments, including 
dividends, may be anticipated, despite the oc- 
currence of a casualty. 


From the viewpoint of the controller, the 
establishment and maintenance of insurance 
protection may be summarized by the follow- 
ing four main points. 


Determine carefully the exact amount of 
values, profits and expenses which are exposed 
to casualties. 

Ascertain the types and requirements of in- 
surance contracts which are available to guar- 
antee the necessary reserve and earnings of 
the business against those risks. 

Without delay, procure from reliable in- 
surance companies sufficient coverage to meet 
those requirements. 

Maintain control records which reflect the 
fluctuation of values and earnings in order to 
promptly adjust coverage and comply with 
policy provisions, as well as be in a position 
to establish proof of claim should loss occur. 
Scrutinize new exposures which may arise and 
act immediately to provide the necessary cov- 
erage. 


Experience indicated, Mr. Epler said, that 
in every case where inadequate insurance pro- 
tection was present in event of loss, it had been 
the result of a breakdown in one of the fore- 
going phases. The reasons vary but the most 
prevalent were readily classified and were com- 
mented upon. 

The determination of insurable values is an 
obligation which must be assumed by the per- 
son seeking insurance even though he may 
rely on his broker to assist him in obtaining 
the maximum protection against casualty. 

In property insurance the measure of loss 
as well as co-insurance requirements are on 
the basis of sound value. This may be defined 
as the resultant value obtained by deducting 
accrued depreciation from the current new 
replacement value. 


SOUND AND BooK VALUES 


Sound value is often a considerably different 
valuation from that shown by the books of rec- 
ord. Book values almost universally are based 
on original cost less accrued depreciation, 








which provides a method of amortising capital 
investments already made. In contrast, sound 
value provides a means of computing replace- 
ment value less accrued depreciation applying 
to the asset at the time of loss. 

Some of the items occasionally overlooked in 
establishing values to be protected were out- 
lined. Small tools, supplies, dies, installation 
costs, as well as household improvements may 
have been written off the books for accounting 
reasons, but nevertheless have an insurable 
value which should be provided for. This also 
applies to advertising materials, slow mov- 
ing inventories and obsolete or rapidly amor- 
tized equipment which may have been ab- 
sorbed in operating expenses but would re- 
quire replacement in the event of loss. 

Plant appraisals when properly prepared re- 
flect sound insurable values. They are based on 
current replacement prices less accrued de- 
preciation giving consideration to wear and 
tear as well as obsolescence and inadequacy if 
present. Being no better than the judgment of 
the person preparing it, the services of a skilled 
appraisal engineer is indicated. To be bene- 
ficial the appraisal must be kept up to date 
because of the changes in character of the prop- 
erty and the fluctuations in replacement prices. 
Appraisals which are revised in a perfunctory 
or mechanical fashion can not be expected to 
reflect true sound values and are increasingly 
inaccurate when this practice is continued over 
a period of time. 

Property on the premises belonging to others 
frequently involves substantial values. A def- 
inite understanding as to the legal responsibility 
for this property in event of loss should be de- 
termined and appropriate insurance protec- 
tion provided. Liability is incurred in two 
rincipal ways, namely, contractual liability 
Local on agreements made prior to the occur- 
rence of loss, and liability imposed by law be- 
cause of negligence or otherwise. Dies, pat- 
terns, leased machinery, and processing stock, 
are common examples of property in this cate- 
gory. An illustration was cited where there 
was no definite understanding of responsibility 
with the value of dies belonging to others in 
the plant exceeding the total assets of the firm. 

Insurance covering warehouse goods and 
other stocks which fluctuate in value are gen- 
erally the subject of reporting forms of insur- 
ance. This beneficial type of coverage requires 
that the insured periodically report all values 
on a true basis in order to meet policy require- 
ments. Several examples of failure to include 
all values or to report the stock on a current 
valuation basis were cited. In each instance 
these omissions were caused by reliance on 
book and inventory valuations which did not 
include substantial items that had been ex- 
pensed or marked off the inventory for rea- 
sons of taxtion or otherwise. 


U & O COVERAGE 


Use and Occupancy coverage should be thor- 
oughly evaluated in order to protect the loss of 
earnings during production suspension result- 
ing from damage to facilities. This includes 
net profits, salaries, and other proper con- 
tinuing expenses which would have been earned 
had no loss occurred and for the period pend- 
ing reestablishment of production. The indi- 
vidual conditions and labor policy of the par- 
ticular firm involved should determine the ex- 
tent of additional coverage on the separate 
item of ordinary payroll. This coverage places 
the employer in the position of being able tc 
exercise discretion on the payment of wages 
for labor which has not been performed in fuli 
or in part, following a loss. It is presumed 
this item of coverage will become popularized 
because of the trend toward guaranteed annual 
wages. One large corporation is now insuring 
ordinary payroll for a period of forty-nine 





weeks which is their guaranteed annual wage 
to their employees. 

Some of the common illusions entertained 
regarding the necessity of complete insurance 
protection might be summarized as “It cop. 
not happen to us—or anyhow not right away.” 
Occasionally disastrous results follow an owner 
indulging in what might be styled as “amateur 
underwriting.’” However, underwriting is rec. 
ognized as a highly specialized business jn 
which capacity insurance companies employ 
trained men who have comprehensive technical 
and experience data at their command. 

So-called fireproof buildings are frequently 
seriously damaged because of the combustible 
contents while explosion and other hazards are 
ever present. Illustrations of both possibilities 
occurring were given. The idea that sprinkler 
systems always limit or confine the fire to the 
area of its origin is contrary to fact. A recent 
loss exceeding one-half million dollars resulted 
when the sprinkler system was shut off by 
firemen on the mistaken assumption that the 
fire was under control. In another case, the func. 
tioning of a sprinkler system aggravated the 
situation and indirectly caused the complete 
destruction of a plant when burning soft rub- 
ber floated on top of the water, passed through 
closed fire doors until the entire building was 
involved. 

One manufacturer elected to carry low in- 
surance to value on the theory that there was 
small possibility of serious damage to _ his 
heavy machinery. Several months after comple- 
tion the plant was destroyed by fire and the 
heavy machinery rendered useless excepting for 
scrap salvage. In another case involving a large 
modern heavy metalworking risk, an industrial 
X-Ray apparatus which was not thought to be 
hazardous caused an intense but well localized 
fire. However, the generated heat traveled un- 
der the roof to another section of the building 
several hundred feet away where sprinklers 
fused and inundated an air conditioned stock 
room, resulting in complete destruction of an 
inventory of a highly damageable supply item 
valued at sixty-five thousand dollars. 

The foregoing examples of causualties oc- 
curred in a manner not anticipated by the 
owners and doubtless the insurance under- 
writers as well. They seem to indicate a rea- 
sonable conclusion: “It is the rattlesnake with- 
out the rattle that is likely to strike you.” 

It was emphasized by Mr. Epler that ex- 
perience indicates casualties strike suddenly 
without warning and from causes least ex- 
pected. Consequently insurance requirements 
should be surveyed and appropriate protective 
action taken immediately in all instances. The 
speaker felt that the plant controller could well 
adopt the slogan: ‘Find out—before you burn 
out!” 


An Unreliable Source of Revenue 


After this war, as after the last one, it would 
be wise to repeal the excess-profits tax as 
quickly as possible. The tax is designed “to 
take the profit out of war.” Its prime function 
is to hold down corporate profits, its secondary 
function to produce revenue. The difficulties of 
equitable application are severe The theory 
of the tax is sounder than it works out to be 
in actual practice. The ordinary income tax 
is much better developed, is fairer and far less 
complicated, and yields greatly more to the 
Treasury. Business will have a serious time 
after the war in making the readjustments to 
a peacetime and perhaps depressed economy. 
It would be well to be free corporations from 
the excess-profits tax, as from other wartime 
regulations and to rely upon the income tax 
as the major impost on corporations. The ex- 
cess-profits tax is not yet sufficiently well 
worked out to be relied upon as a regular 
source of revenue. 

—Roswell Magill, 
Former Under-Secretary of The Treasury. 
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Improved Rocking Chair, 

U. 8S. Pat. No. 92,379, 

granted 1869. Patent description 
supplied upon request. 





























All the comforts of air-conditioning 


Sit back and rest your bones in a 
real piece of furniture! This one has 
a built-in breeze . , . fanned by a 
bellows beneath the seat as you 
rock gently to and fro! 

Chances are, however, that you’d 
rather do your rocking in a less 
fantastic model. Frankly, so would 
we. We're for the simple way of 
doing things . . . whether it’s merely 
sitting down, or making out a com- 
pany payroll. 

To do the latter, we’ve devised a 


N.W. AYER & SON 


method that is completely stream- 
lined, start to finish. It’s called the 
Comptometer Check-and-Payroll 
Plan. And it reduces your depart- 
ment’s paper-work writing down to 
one short form. 

It’s easy to see why the system 
is fast. Employees can be paid 
within a remarkably short time 
after the payroll’s begun. It’s easy 
to see why it’s economical. No 
unnecessary details. No ever- 
present manpower problem. No id‘e 


machines that only work one day. 

You'll agree, such a plan deserves 
a closer look. Why not get in touch 
with your nearest Comptometer Co. 
representative? The Comptometer, 
made only by Felt & Tarrant Man- 
ufacturing Co., 1734 N. Paulina St., 
Chicago 22, Ill., is sold exclusively 
by the Comptometer Company. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


Adding-Calculating Machines and Methods 
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| ‘American Economy After V-Day Depicted by Chase 








A description of what the American economy 


wil 


by 


1 look like when the war ends, was offered 
Stuart Chase, economist and author, at the 


Seventh Midwestern Conference of Controllers. 


‘There will be at least sixty-five million 


people at work or in the armed services,” Mr. 
Chase said, “and the federal government, spend- 


ing 


about one hundred billion dollars a year, 


will be meeting the payrolls, directly or in- 


directly, of forty-five million people. 


If gov- 


ernment orders should stop cold on the morn- 


ing 


after demobilization day, theoretically 


forty-five million would be without work. 


Nothing so extreme will happen. 


But this 


figure gives us a measure of the task of re- 
conversion which lies before us. 


Trying to construct a picture of postwar 


employment, I have prepared a rough balance 


sheet of pluses and minuses. 


Here are some 


of the pluses, conditions which should aid em- 
ployment:— 


(1) 
(2) 
(3) 
(4) 
(5) 


(6) 
(7) 
(8) 


(9) 


The pent-up demand of consumers for 
goods, especiaily durable goods. 

The pent-up demand for housing, and 
public works. 

The large amount of savings in the hands 
of the people on Demobilization Day. 
New materials such as plastics, synthetics, 
light metal products, to stimulate markets. 
The return of many women to their homes 
—though perhaps two-thirds will not 
want to go back. 

The demand from abroad for food, drugs 
and supplies. 

The reduction in hours of labor, which is 
bound to occur. 

A grim demand from the armed forces for 
work. This will cause Congress to get 
busy. 

The policing of vanquished nations so far 
as it will be necessary. 


“And here are some of the minuses, condi- 
tions likely to depress employment:— 


(1) 
(2) 


(3) 


(4) 


(5) 


(6 


~ 


(7) 


(8) 


(9) 





A wholesale cancellation of war contracts. 
Dumping government stockpiles on the 
market, and bankrupting many firms, as 
in 1919. 

The inevitable mass discharge of workers 
from war boom industries, like shipbuild- 
ing, aircraft, machine tools. 

The net addition to the labor market made 
by the returning soldiers. 

The emergency workers in government 
service, who will have no place when the 
war ends. There are said to be 1,600,000 
of them—but even a bureaucrat must eat. 
The retooling period in the durable goods 
industries when no goods are being made 
for people to buy, and only a few skilled 
machinists are needed in the factories. 
The tremendous increase in mechanical 
efficiency made during the war. The cost 
of a medium bomber, for instance, has 
been cut from 70,000 man-hours to 13,- 
000. The threat of technological unem- 
ployment has greatly increased. 

The uncertainty of international trade. 
What's going to happen to lend-lease? 
What's Russia going to do? What's Bri- 
tain going to do? 

And probably most important of all is 
the psychological factor—the fear which 
may seize war boom towns like Detroit, 
Seattle, Bridgeport when the war is over. 
If people believe that a plan for full em- 
ployment is ready and waiting, they will 
not mind a short period of unemployment, 
and they will spend. But if people are 





afraid, the fear of depression can bring 


depression. 


“Where the balance will lie, nobody can 
know exactly, but this list of pluses and mi- 


nuses should warn us not to allow nature 
take her course. 


to 


In the last war we were only 


in up to our knees, with twenty-five per cent. 
of our national effort involved; this is a total 
war with seventy per cent. of our effort in- 


volved. Now we are in up to our necks. 


So 


I cannot emphasize too strongly—Plan now, 


do not let people become afraid. 
timed wrong, the economy can fall apart. 


Four “Joss FoR ALL” PATHS 


If plans are 


Assuming that full employment fs the aim 
of our national policy, there are theoretically 


four ways to achieve it. 


(1) By a completely rationed society, in which 


the citizens are assigned to work as 
the army. 


in 


blocs, labor unions. Probably one-half of all 
our goods have left the free competitive mar. 
ket and their prices are now controlled to a 
degree by some kind of monopoly or agreement 
to restrict output. Today the chances for the 
complete re-establishment of free competition 
look about as good as for the return of the 
high-wheeled bicycle. As Walter Lippmann 
has said: ‘Competition has survived only when 
men were unable to abolish it.’ 

“So I think that society number three, a com- 
pensatory economy, is probably the next step 
for America. The state is a kind of banker 
under this arrangement, not a producer or dis- 
tributor. Advocates of compensatory econ- 
omy define it by three basic principles:— 


(1) Encouraging the business men to carry the 
maximum possible load of production and 
distribution. Expand the free market as 
far as practicable by enforcing the anti- 
trust law, by employing incentive taxation, 
The federal government, in cooperation 
with local governments, undertakes to fill 


(2) 


(2) 


(3) 


(4) 


“Rationed and 


By a completely socialized society, where 
the state owns most of the industrial and 
agricultural plant. 

By a compensatory economy where the 
business men largely own and operate the 
means of production. Here the govern- 
ment underwrites full employment through 
control of financial machinery, public 
works and social security. 

By a free competitive society, where the 
government acts as umpire only. 


socialized economies are 


highly unpopular with the American people. 
They might give us groceries, but we would 
certainly lose free speech. The fourth society 
has been rendered impossible by the growth 
of monopolies, cartels, trade associations, farm 


(3) 


any serious gaps in employment left va- 
cant by business activity—hence the term 
compensatory. The gaps should be filled, 
so far as possible, by financing local proj. 
ects like housing, slum clearance, super- 
highways, parks, playgrounds, urban te- 
development, conservation. No more rak- 
ing leaves. Pay standard wages. The job 
should make the worker feel important, 
not a recipient of charity. 

The federal government insures a min- 
imum standard of health and decency by 
an extension of social security to every 
citizen. The Beverage Plan in Britain, 
the Wagner Bill here, indicate how this 
can be done. Social Security puts a floor 
of purchasing power under the whole 
economy. 





Chicago Members Try to 
“Stump the Experts” 


An “Information Please” program fea- 
tured the meeting of the Chicago Con- 
trol on May 22 in the Stevens Hotel. A 
wide variety of subjects were covered 
and the program was complete in all 
respects, even to the awarding of a com- 
plete set of the “Encyclopedia Brittan- 
ica” and some atlases to those who 
submitted questions that. stumped the 
experts. Questions covered every subject 
pertaining to controllership, the Con- 
trollers Institute, or any article pub- 
lished in ‘The Controller.” 

At the conclusion of the question pro- 
gram, it was then planned to “turn the 
tables.’”” A question prepared by the ex- 
perts was then asked of the audience 
with the volunteer from the audience 
who, in the opinion of the experts, made 
the most complete answer to the ques- 
tion, receiving a World Atlas as a prize. 

The experts who participated were: 
The Institute’s national president, Ed- 
win W. Burbott, A. B. Dick Company; 
past president of the Chicago Control, 
Allen U. Hunt, Jewel Tea Company, 
Inc.; Wilfred Reetz, Stewart-Warner 
Corporation, a contributor to the May 
issue of “The Controller;” Charles 
Scully, General Candy Corporation; and 
George Whitfield, The Quaker Oats 
Company. 











“There is nothing especially new about a 
compensatory economy. Sweden has been prac- 
ticing it for many years. 


POLITICAL PRESSURE 


“Now where will the political pressure come 
from to bring any such program into effect? 
I think it may come from the following direc- 
tions: 


(1) 
(2) 


(3) 
(4) 


From twelve million men in the armed 
Services. 

From twenty million war workers. 
From organized labor. 

From organized business. Spokesmen of 
organizations like the Chamber of Com- 
merce have said repeatedly that if a high 
level of employment is not maintained 
after the war, free enterprise as we have 
known it cannot survive very long. 
From farmers faced with their prices fall- 
ing headlong—as in 1920. 

From the man on the street, who has not 
failed to notice that when spending for 
war began, unemployment presently van- 
ished. 


(5) 
(6) 


“Never forget the war has taught us that 
what is physically possible is financially pos- 
sible. We can build all the tanks and bombers 
we want, up to the limit of our manpower and 
materials. 

“Many soldiers and many citizens are asking 
why we cannot keep prosperous making houses 
for people to live in, as well as by making 
tanks for people to die in. The only honest 
answer is we CAN.” 
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We Must Chart the Road Ahead for Controllership 











Recently, a professor at one of our 
leading universities, in discussing the 
work of the National Committee on 
Education of the Controllers Institute 
of America, said that during the year 
he had read sixty-four books on man- 
agement and organization and that in 
all those pages he found no acceptable 
definition of the controller’s function. 
An examination of the organization 
charts of American business enterprises 
will reveal an appalling lack of uni- 
formity in the controller's activity and 
his place in the organization. 

Of great concern to me, and I think 
it should be to you, is the fact that as a 
group we have not developed a com- 
plete concept of the true, inherent func- 
tion of controllership. Putting it an- 
other way, we have not clearly defined 
to ourselves, and certainly not to those 
with whom we seek to serve, just what 
it is we propose to accomplish. 

My concern about this lack of a com- 
plete and generally accepted concept of 
controllership stems from the fact that, 
while it exists, the work of a fine group 
of men is being carried on in an un- 
healthy atmosphere which vitiates its 
effectiveness; work which should be 
more effective, and which must be fully 
effective in the postwar period, when 
renegotiation of excessive profits will 
not be necessary and when we must 
again get back to getting things done 
eficiently and economically—not just 
doing the impossible at any cost. 

My purpose is to construct, if I can, 
a broad framework around which we 
can build. As a first step it seems well 
that we examine our present position 
and see just where we are. Perhaps that 
would be better put this way: What is 
the popular concept of the controller’s 
function and what accounts for this 
popular conception ? 

As good an answer as any to the first 
part of that question is the list of duties 
which applicants for membership in 
The Institute are required to perform. I 
should like to recite them for purposes 
of comparison with what I will later 
suggest ; and please remember that these 
are the bare minimum requirements for 
admission : 


The installation and supervision of all ac- 
counting. records. (If intelligently done, this 
takes a little doing.) 

The prepartion and interpretation of financial 
statements. (Unfortunately, this takes place 
after the damage is done.) 

The continuous audit of all accounts and 
records. (Pretty much routine.) 

The compilation of production costs. (Note 
that nothing is said of controlling costs.) 

The compilation of costs of distribution. 
(Who determines what they ought to be?) 

The taking and costing of all physical in- 
ventories. (Not too difficult.) 


By Edwin W. Burbott, President 


Controllers Institute of America 


The preparation and filling of tax returns 
and supervision of all matters relating to 
taxes. (Little can be done short of rewriting 
the Revenue Act.) 

The preparation and interpretation of all 
statistical records and reports. (The beginning 
of controllership.) 

The preparation of an annual budget, as 
budget director, in conjunction with other of- 
ficers and department heads. (Another step in 
the right direction.) 

The initiation, preparation, and issuance of 
standard practices and procedures and the co- 
ordination of systems. (A further step for- 
ward.) 

The preparation or approval of regulations 
or standard practices required to assure com- 
pliance with orders or regulations issued by 
duly constituted governmental agencies. (A 
necessary headache until society learns to live 
with less government.) 


There are six others, but why con- 
tinue. 

The layman’s idea of the Controller's 
job can be summed up as follows: He is 
the chief accounting officer, the guard- 
ian of assets, the trustworthy aid to 
management. 


Wier CONCEPT NEEDED 
That concept is entirely too narrow 


and too confining, and I further submit 
that the controller, to be effective, must 





32 Controls Visited By 
National Heads 


Thirty-two of the thirty-six local con- 
trols of The Institute have been visited 
during the past few months by repre- 
sentatives of National Headquarters. 
These visits were developed in lieu of 
the Regional Conferences which were 
scheduled for the Spring months and 
cancelled because of the wartime ban 
on conventions. 

National President Edwin W. Burbott 
appeared at seven meetings, Managing 
Director Arthur R. Tucker at eleven, 
Assistant Secretary Paul Haase at twenty- 
four, and Assistant Secretary Harvey M. 
Kelley at two. 

At a few local meetings more than 
one national representative was in at- 
tendance because of the particular na- 
ture of the occasion such as joint meet- 
ings of controls, anniversary observa- 
tions and the like. 

Controls visited in the recent period 
include: Atlanta, Baltimore, Birming- 
ham, Boston, Bridgeport, Buffalo, Chat- 
tanooga, Chicago, Cincinnati, Cleveland, 
Dallas (joint meeting with Houston), 
Detroit, District of Columbia, Houston, 
Indianapolis, Kansas City, Los Angeles, 
Louisville, Milwaukee, New Orleans, 
New York City, Philadelphia, Pitts- 
burgh, Portland, Quad-Cities, Rochester, 
Seattle, St. Louis, San Francisco, Spring- 
field, Syracuse, and Toledo. 











become infused as an integral part of 
top management, not merely an adjunct 
to it. But more on that score later. 

Now, the second part of my question: 
Why does this popular concept exist ? 

Is it merely that the office of control- 
ler is of comparatively recent origin? 
Only partly that, I think, although a 
further period of evolution is perhaps 
necessary. 

Is it the result of failure on the part 
of top management to recognize its 
needs and to demand that which they 
have a right to expect of the control- 
ler? Possibly, but I do not believe so. 
Still, a little intelligent prodding in the 
proper places might prove helpful. 

As a matter of fact, the blame lies al- 
most entirely and squarely in the laps of 
controllers. 

Unfortunately, most of us grew up 
in the field of accounting and we are 
prone to approach our task from an ac- 
counting instead of an operating point 
of view. By operating viewpoint, I mean 
predetermining action mecessary to 
reach an objective as contrasted with in- 
terpretation after the fact. 

We are, as a group, inarticulate. We 
have become so accustomed to express- 
ing ourselves in terms of financial state- 
ments, graphs, and reports based on ac- 
counting concepts that we believe such 
expressions to be comprehensible to 
everybody else. They are incomprehensi- 
ble to almost everybody else. In fact, 
many of us have difficulty explaining 
what our reports mean in English un- 
derstandable to the layman. Try ex- 
plaining an application of funds state- 
ment to an executive who wants to know 
where his cash balance has gone! 

Perhaps a little story told by one of 
the country’s outstanding engineers ina 
recent address at Chicago will highlight 
this point. As I recall, this gentleman’s 
engineering laboratories had conducted 
some research on a noise problem and 
he was reviewing a report which had 
been prepared covering the findings and 
recommending that management take 
certain action. The report was replete 
with technical terms, among them the 
word “decibel” which this engineer 
knew management could not evaluate. 
So he called in the assistant who had 
written the report and asked: 

“What is a decibel?” The answer, "Why it's 
a tenth of a bell.” 

“Well, what's a bell?” "A unit of sound—a 
unit of measurement used in expressing sound 
in terms of comparative volume.” 


"Yes, I know. But what's it like—an air 
raid siren or the whistle on a peanut stand?” 


There was no answer. The engineer 
then took the report and deleted the 
word ‘‘decibel’’ wherever it occurred on 
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the first few pages of the report and 
asked the assistant to read it as cen- 
sored. Angry, and red of face, he stum- 
bled through the first page. 

“Well, what does that mean?’ asked the en- 
gineer. 

“Not a thing,” replied the assistant. 
_ Said the engineer, “Well, that's just what 
it will mean to management—not a thing.” 


The upshot was that the report was 
presented with a practical demonstra- 
tion which permitted management to 
evaluate the various gradations of sound 
referred to in the report and intelligent 
action was taken. 





OUR purchase of an office ma- 
chine at the ADDRESSING 
MACHINE & EQUIPMENT CO. i 
backed by more than 25 years 
experience .. . . guaranteed and 


serviced FREE for one year. 


You will find in our showrooms, 
a select group of nationally- 
known office machines... . re- 
built and reconditioned by fac- 
tory-trained mechanics, to look 


and operate like new. 
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Another hampering trait of control- 
lers is that we are notoriously poor 
salesmen. We believe in the old adage 
that if we build the best mouse trap, 
the world will beat a path to our door. 
It just is not true. I will wager that your 
associates in the field of distribution will 
tell you that a product of the highest 
quality must nevertheless be sold; that 
if you wait for customers to come to 
you, some smart peddler will outsell 
you with an inferior product. 

Another heritage from our account- 
ing lineage is a tendency to pay more 
attention to accounting technique as an 





GUARANTEE 
of 
RELIABILITY 


ADDRESSING MACHINE 
& EQUIPMENT CO. 


326 B'WAY > N.Y. 7,N. Y. 
WORTH 2-5337 















end in itself than to the creation and 
development of mechanisms of real 
control. 


THE ROAD AHEAD 


So much for where we are. Where do 
we go from here? 

Well, what are the primary factors 
which determine the success or failure 
of an enterprise—those which deter. 
mine whether it is to survive or perish, 

Let me see if I can make clear to you 
what I have in mind by asking you to 
imagine yourselves in this position. 

You are the vice president of one of 
our large banks in charge of the trust 
department. You have in your portfolio 
a trust, the corpus of which consists al- 
most entirely of the common stock 
(non-voting) of a profitable manufac. 
turing enterprise marketing a line of 
products of which you have only gen- 
eral knowledge. You cannot diversify 
the investment and maintain present 
earnings. You have before you, cover- 
ing a long period of years, carefully 
and accurately prepared balance sheets, 
income statements, and audit reports, 
showing consistently good earnings and 
a consistently sound financial position. 

What should you do? Should you 
diversify for safety of principal, or can 
you hang on with safety and maintain 
earnings? 

It is perfectly obvious that you have 
no information upon which to base an 
intelligent judgment. A favorable past 
history does not insure a continuing 
profitable future. 

What do you need to know to make 
a wise decision ? 

You will want to know something 
about the management personnel of this 
imagined company. Who are they? 
Where did they come from? What has 
been their experience? If of long stand- 
ing they have successfully operated the 
business in the past. Are they expected 
to continue or are they ready to retire? 
If management has changed recently, 
is it standing on its own feet or is it 
coasting on the momentum of the past? 

You will wish to determine the long 
and short-term objective of the company 
in order to evaluate the thinking and 
judgment of management. 

You will wish to examine the or- 
ganization set-up to determine whether 
functions have been clearly defined and 
correlated, whether authority commensu- 
rate with responsibility has been delegated. 

You will want to appraise the of- 
ganization itself to determine whether 
qualified individuals have been selected 
to direct major functional activities and 
the type of leadership reflected by the 
organizations under them. 

You will wish to examine its basic 
and corollary policies to determine 


(Please turn to page 396) 
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Lf ~S Defense plant engineers have developeda 
practical and efficient routine covering 
transfer of machinery and equipment 

from the Lessee to government warehouse stor- 


age. It is a transfer motivated by paper work. 


By using Mimeograph* duplication to produce 
this paper work, the approved forms are pro- 
duced easily, quickly, inexpensively; rewriting 
the description of each machine tool is eliminated, 
and all copies are permanent, black-on-white. 

The Defense Plant Clearance Program and the 
use of Mimeograph equipment for the production 


of papers in this procedure is explained clearly 





















COPYRIGHT, A. B. C 





CK COMPANY 


ADDRESS 





and in detail in our new folder, ‘““Mimeograph 


Brand Die-Impressed Stencils for the Production 
of Plant Clearance Program Papers.” 
¢ ¢ @ 

If you are looking for a sound and simple 
method of handling Contract Termination prob- 
lems, our folder, ‘““The ABC of Contract Termi- 
nation,” will also be extremely helpful. It explains 
complete, practical methods for handling all the 
paper work involved ... illustrates sample forms. 

Mail the coupon below for either or both fold- 


ers. A. B. Dick Company, Chicago. 


Mimeograph duplicator 


*MIMEOGRAPH is the trade-mark of A. B. Dick Company, Chicago, registered in the U. S. Pat. Off. 
es ee ee ee ee eee 
A. B. Dick Company, Dept. Q-845, 720 W. Jackson Blvd., 
Chicago 6 


Send me a free copy of the folder, “Mimeograph Brand Die- 
Impressed Stencils for the Production of Plant Clearance 


Program Papers” 


Send me a free copy of the folder, “The ABC of Contract 


Termination” 
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CONTROLLERSHIP 








(Continued from page 394) 





whether they are in consonance with 


objectives. 

You will want to know what its cus- 
tomers think of the company and its 
products. 

You will wish to know about the 
company’s competitive position in its 
particular industry. 

You will wish to determine what its 
employees think of their company, their 
management and its policies. 

You will seek evidence about a whole 
host of specific things. Let me enumerate 
just a few: 

Are sales and production programs pru- 
dently predicated on adequate market surveys? 

Are research and development activities 
keeping ahead of changing market needs and 
competitive products? 

Is there evidence of a constant striving to 
deliver a better product at a lower cost? 

Do manufacturing activities reflect sound 
purchasing, efficient methods, harmonious per- 
sonnel relations, and well-organized planning, 
scheduling, material control, and cost control 
procedures? 

Are facilities modern, efficient, and tailored 
to fit requirements? 

Is there a well-defined short-term course of 
action reflected by flexible, not rigid, sales, 
cash and expense budgets? 

Is that course of action being followed? 


There are many other things into 
which you might well inquire, but time 
does not permit my going into further 
detail. 

What I have been trying to bring into 
sharp relief is that the primary factors 
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determining the success or failure of 
any enterprise are its objectives, its 
policies, its people, its methods. These 
things behind the financial reports are 
the things which are important and the 
things which need to be controlled. The 
financial reports are merely a reflection 
of how skillfully this control has been 
exercised. 

Let me remind you at this point that 
before you can control anything you 
must be able to appraise or measure it. 
How accurately could you control the 
speed of your automobile without the 
aid of your speedometer? 

All this suggests to my mind that 
somewhere in the business structure 
there must be a mechanism capable of 
measuring or appraising the validity of 
objectives, the efficacy of policies, the 
effectiveness of human performance, the 
efficiency of methods, as well as the co- 
ordination of methods and safeguarding 
the use and disposition of assets. 

To my mind, our concept of the 
true, inherent nature of controllership 
must be built around this framework of 
a mechanism designed to measure, ap- 
praise and to effect predestined control 
of those factors which primarily affect 
the Success of private enterprise. 

Probably at this moment, somewhere 
over Japan, in the narrow confines of a 
giant bomber, a young bombardier is 
peering into the sights of a delicate and 
intricate mechanism. That mechanism 
is capable of determining the exact 
moment at which the bombardier must 
release his bombs to insure striking his 
objective. 
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I like to think of the function of the 
controller in business enterprise as com. 
parable to the function of that almost 
integral part of the bombardier, his 
bombsight. 

May I repeat what I have said before 
that it is the continuing task of the 
Controllers Institute, through its mem. 
bers, to develop and keep alive in the 
minds of everyone concerned, a progres. 
sive and dynamic concept of control. 
lership, dedicated to the advancement 
of those interests of mankind, of coun. 
try, of private enterprise, and of itself 
which find expression in a sound, balanced 
and stable economy. 


Behind the Jap Lines in The Philippines 


An unusually interesting story of American 
propaganda behind Japanese lines in the 
Philippines during the dark days of Japanese 
occupation can now be told, and the editors 
of “The Controller” ‘are indebted to Mr. 
W. Brooks George, controller of Larus & 
Brother Company, Inc., of Richmond, a mem. 
ber of The Controllers Institute of America 
for the information that follows. According 
to an account in the Richmond “News. 
Leader’ of May 11, 1945, which has been 
forwarded by Mr. George, small packages of 
cigarettes—four to a pack—appeared mys- 
teriously in the Philippines during the period 
of Japanese occupation, electrifying the na- 
tive population and infuriating the Japs. 

On the packages, the Richmond ‘“News- 
Leader” reports, was the message “I Shall 
Return,” and the signature “Douglas Mac- 
Arthur, Commander-in-Chiéf, Southwest Pa- 
cific Theatre.” This was the sign the native 
population had been looking for. MacArthur 
was their idol. 

‘Not only did he tell them he was coming 
back, but he sent cigarettes, which were as 
scarce as food. The Japs had commandeered 
the entire tobacco supply. Thus natives were 
encouraged to resist and guerrillas increased 
their activity,” the story continues, adding 
that “the Japanese made intense efforts to 
discover where the cigarettes came from for 
packages inevitably fell into their hands.” 

The idea originated with the Office of War 
Information in 1942. Arrangements were 
made with Larus & Bro. Co., Inc. of Rich- 
mond, to pack the cigarettes and to keep 
the manufacture a secret. The company te- 
vealed the story recently with permission of 
the OWI. 

“The company furnished the FBI with a 
list of employees assigned to the project. A 
wing of a factory was set aside for the work. 
Employees—mostly with relatives in the 
armed forces—were carefully selected. The 
product was- shipped in plain cases. There 
was no trade imprint on the cigarettes them- 
selves. 

“Submarines nudged to the Philippine 
coast and the populace helped unload the 
cargoes. Planes dropped cargoes at night. 
The Japs were mystified by raiding parties 
of planes which avoided military targets 
and seemed to drop their ‘eggs’ in isolated 
places. By the time the Japs reached these 
places there was no sign of either bomb 
craters or anything else. The cigarettes were 
distributed far and wide. 

“Millions of cigarettes were dropped of 
landed secretly before MacArthur arrived 
himself to fulfill the promise which the tisy 
packages had kept before loyal Filippinos. 

* * * 

The federal government gets most of the 
liquor and tobacco tax revenues but the states 
which also levy these taxes benefitted to the 
tune of $476 million in 1943 and $479 million 
in 1944. 












of the 
S COM- 
almost 
t, his 


fore, 
of the 
mem- 
in the 
Ogres. 
ntrol. 
ement 
coun- 
itself, 
anced, 


pines 
nerican 
in the 
ipanese 
editors 
to Mr. 
arus & 
a mem- 
merica, 
‘ording 
‘News- 
s been 
ages of 
qd mys- 
period 
the na- 
aps. 

“‘News- 
I Shall 
s Mac- 
est Pa- 
native 
Arthur 


coming 
vere as 
\deered 
'S were 
creased 
adding 
Orts to 
om for 
ids,” 

of War 
; were 
f Rich- 
> keep 
any re- 
sion of 


with a 
ject. A 
» work. 
in the 
d. The 
There 
; them- 


lippine 
ad the 

night. 
parties 
targets 
solated 
1 these 

bomb 


s were 


ped of 
arrived 
he tiny 
pinos.” 


of the 








banis 


* KWIK-FAX °- 
Only 
REMINGTON RAND 
Makes the Interfiling 
Reproducing Punch 


The Interfiling Reproducing Punch, 
exclusive with Remington Rand, is 
one of the most amazing machines 
in punched-card accounting. It 
compares, duplicates, repeat 
punches, selects, transposes, sorts, 
and verifies the information on 
tabulating cards at the rate of 6000 
to 12000 cards an hour. 


BUY BONDS — Buy Victory and Peace 
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The problems of payroll preparations, analysis and financing 


vanished when Seattle-Tacoma Shipbuilding Corp., Tacoma, 
installed Remington Rand Punched-Card Accounting. 


The following excerpts from a full report 
relate the experience of but one of hun- 
dreds of concerns, both large and small, 
who have found in Remington Rand 
Punched-Card Accounting the answer to 
their complex payroll problems. 


**Our building in this yard of many types 
and sizes of naval vessels within a two-year 
period would not have been ‘possible with- 
out the most effective use of labor-savin 
equipment, including Remington Rand 
Punched-Card Accounting and Tabulating 
Machines, which we installed in the fall of 
1941. Since then the compilation of the 
payroll for 25,000 yard workers, the issu- 
ance of their weekly checks and the distri- 
bution of labor cost, has been handled with 
increasing smoothness and effectiveness. 


“The cost of computing earnings, mak- 
ing Social Security, income tax, war bond 
and other deductions, tabulating payroll 
checks, compiling the payroll register, and 


preparing labor distribution and personnel 
reports, and government billings, is less than 
1/3 of 1% of the payroll . . . equal to ten 
minutes pay per worker. It is regular routine 
to print and tabulate the 25,000 checks and 
tabulate the many reports within a single 
shift. 


‘Since the navy audits and pays this bill 
without delay, its check reaches our bank 
in time to cover the payroll checks. This 
perfect timing results bews the es effi- 
ciency of Remington Rand Punched-Card 
Accountancy.” 


The full report of this operation, Certi- 
fied Report No. 4313, carries a wealth of 
helpfal information on solving payroll, 
labor distribution and other production 

roblems. It’s free to interested executives 
os writing to our nearest office, or direct to 
Remington Rand Inc., Tabulating Machines 
Division, Room 1736, 315 Fourth Avenue, 
New York 10, N.Y. 


PUNCHED-CARD ACCOUNTING 


*The HOLE 
... the Symbol 


Write for: “The HOLE-STORY of Punched-Card Accounting”— 
the book that tells a vital story to business. It’s FREE! 


\ MARK of a System 
/ of Accuracy 











Positions Open 








Accountant—Cost 


One of the major steel producers is improv- 
ing cost controls—including standard costs and 
budgetary control—in all its plants. A perma- 
nent connection is available for a man thor- 
oughly experienced in this field. 

If you have an advanced accounting educa- 
tion, are under’ 40 and have supervised in- 
stallation or operation of standard cost work, 
send full personal details. Replies handled 
confidentially. Address Box Number 500, ‘““The 
Controller,” One East Forty-second Street, New 
York 17, N. Y. 


Analyst—Industrial 


Can you make figures talk? Our executives 
need men who can analyze reports and bring 
out: the facts for decisions and action. We will 
require several men, with major experience 
with production and costs, sales or over-all fi- 
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nancial results. Applicant must have excellent 
education, experience in manufacturing and 
above-average ability in preparing analyses. 
Maximum age 40. For immediate consideration, 
send a detailed analysis of yourself. Address 
Box Number 501, “The Controller,” One East 
Forty-second Street, New York 17, N. Y 


Tax Accountant 

Nationally known firm of public accountants 
seeks man to head tax department of one of 
their most important offices. Good prospects 
for advancement. Salary $8,000 to $10,000. Ad- 
dress Box Number 515, “The Controller,” One 
ee ee Street, New York 17, New 
York. 





GENERAL ACCOUNTANT 
AND OFFICE MANAGER > 


Manufacturer established over 
30 years with splendid post- 
war future, offers excellent 
opportunity for reliable, ag- 
gressive General Accountant 
and office manager, thor- 
oughly experienced in all 
phases of accounting, finance, 
manufacturing, and govern- 
ment regulations. This position 
carries full responsibility for de- 
partment routine. Location 150 
miles from Chicago. Give com- 
plete details as to age, educa- 
tion, experience, remuneration 
desired and availability. 

ADDRESS BOX 516 

“The Controller” 

1 East 42nd St., New York 17, N. Y. 















Time-Saver for payroll 
and accounting depart- 
ments. Needed by all 
personnel and time- 
keeping offices—In- 
stantly converts 
monthly or weekly 
wage rates to hourly 
rates—range from $50 
to $300 month, from 40 
to 54 hour week. 


Actual size 144%4” x 4%”. 
Easy to read. Bureau of 
Labor Statistics Method. 
Copyright Reg. 


$1.50 postpaid. Order direct for immediate aid 
of this accurate time-saver in your office. 


DEALERS: This fast selling item available at 
attractive trade discounts. Write today. 





TOP EXECUTIVES: Get sample copy of “THE 
ECONOMIST’”’—weekly digest of NWLB, NLRB, 
Treasury, Wage and Hour, Manpower news. Con- 
cise, practical aid to management. Indexed cumu- 
latively each month. Published by 


MILFORD R. WADDELL & ASSOCIATES 
6612 Agnes Ave., Kansas City 5, Mo. 


Industrial and Labor Consultants. 
Specialists in Job Evaluation. 
Setting up Merit and Incentive 
Systems and Wage Analysis. 
18 Months with Regional WLB. 


Inquiries invited on Wage and Salary Problems 














Positions Wanted | 








Executive—Controller—General Manager 


Available for position as Controller, Secre- 
tary-Treasurer or combination of either with 
position of General Manager or Assistant Gen- 
eral Manager. Public accounting and indus- 
trial management background. C. P. A., age 
39, married. Desires association with company 
offering opportunity for achievement. Mini- 
mum salary $15,000. Address Box 498, “The 
Controller,’ One East Forty-second Street, New 
York 17, N. Y. 


Comptroller-Executive Accountant 


Comptroller-Executive Accountant is seek- 
ing opportunity in permanent, responsible, 
man-sized executive position. Institute mem- 
ber with twenty years’ experience in all phases 
of accounting, business administration and 
taxation including relief claim, salary stabliza- 
tion and other government controls over busi- 
ness. Age 40 years, married, two dependents. 
Resourceful and with diversified industrial 
background. Location immaterial. Minimum 
salary $9000. Address Box Number 513, “The 
Controller,” 1 East 42nd Street, N. Y. 17. 


Controller—Assistant Controller 


Institute member, experienced as Control- 
ler, Auditor and Office Manager, desires con- 
nection with progressive company. Has ex- 
tensive experience in retail accounting and is 
thoroughly experienced in all phases of ac- 
counting, methods and procedures, interpreta- 
tion of accounting, financial and operating 
data for use by top management. Age 39. 
Address Box Number 514, “The Controller,” 
1 East 42nd Street, New York 17, New York. 


Financial or Accounting Executive 

Should any president, treasurer or controller 
want a thoroughly experienced assistant, that 
man is available and willing to take a position 
immediately. He has recommendations ae di- 
rectors expressing appreciation of the work he 
has done for their companies during the past 
twenty-four years. His recent connection was 
as treasurer for nine years of a company manu- 
facturing jute rope. Married, age 50, member 
of Controllers Institute of America, salary ex- 
pected reasonable. Address Box 517, “The 
Controller,” One East Forty-second Street, 
New York 17, N. Y. 


Foreign Financial Executive 

Former treasurer and controller of companies 
in France, experienced in public accounting, in- 
vestment, banking and industry both at home 
and abroad, with solid social and commercial 
background, seeks new connection in United 
States or elsewhere. Available temporarily for 
analyses of information received from French 
speaking countries on fee basis. Address Box 
518, ‘The Controller,” One East Forty-second 
Street, New York 17, N. Y. 


Johnson Heads Friden 


Directors of the Friden Calculating Ma- 
chine Co., Inc., of San Leandro, California 
have announced the election of Walter S. 
Johnson, attorney, lumberman and box com- 
pany executive as president to succeed the 
late Carl M. Friden, one of the founders of 
the company. Mr. Johnson, an original in- 
vestor in the company, had served as di- 
rector since its incorporation. Mr. Friden, 
who died earlier this year, received an of- 
ficial honor on the occasion of his funeral 
services in Oakland, California on May 2, 
when a notification was received from the 
King of Sweden conferring the Vasa Order 
of Knighthood on Mr. Friden. 
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criterion, whatever the need, whatever the question—if it 
involves federal taxes for revenue, the accepted reporter of the 
federal tax specialist, the first choice of the man “who must have 
everything” is Standard Federal Tax Reports. 


Whether they represent tax payer or tax collector, on whichever side 
of the tax fence they stand—Tax Men all endorse “Standard Reports” 
in use, collect real dividends from its breadth of coverage, official and 
explanatory, its dependability, and its down-to-earth practical values. 


For the “Standard Reports” subscription plan brings subscribers up to date 
immediately and keeps them up to date continuously. Its swift, detailed, 
informative weekly issues blanket the field of federal taxation most important 
to business and its tax counsel—reporting week by week the latest development 
in pertinent law or regulation, interpretation or ruling 
or court decision—the newest return, report, or form—all Xr 
enriched and illuminated by editorial sidelights 


and plain English explanations. Xr 
Accordingly, Standard Federal Tax Reports subscribers 
always have the facts, always know just what to do— Xr 
and why and how to do it! + Fam oe :| a 
Write for Complete Details , ae : 7 “T 
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"We've found | 
| MARCHANT 
best for multiplying 
SMALL FIGURES 


~-.as well 
as large! 


“Yes, our Methods 
Dept. always said 
Marchant was best for 
_<y large figures, 
combination 
work, divisions, 
etc. 
*‘Nowit says that 
recent Marchant © 
improvements u 
make it superior _ 
for multiplying | 
small figures, | 
too!” 
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Present Corporate Balances No Index of 
Reconversion Financing Capacity 


In a study, Corporate Cash Balances, 1914-43, 
published recently by the National Bureau of 
Economic Research, Professor Friedrich A. Lutz 
of the Institute for Advanced Study and Prince- 
ton University concludes that the size of the 
present holdings of cash and marketable se- 
curities that have been swollen as a result of 
the impact of the war is not an index of the ca- 
pacity of business to finance its reconversion to 
peacetime activities. 

On the basis of a sample of the country’s 
largest manufacturing corporations, Dr. Lutz 
finds that the ratio of cash balances to pay- 
ments in 1943 was not much higher than in 
1937 when the ratio was the lowest since 1929. 
By this standard of comparison he decides it 
cannot be maintained that these corporations 
had any excess cash liquidity at the end of 
1943, 

The study is published in the National Bu- 
reau’s series in business financing. It is one of 
several reports on the impact of the war on 
business financial structure and was prepared 
with the support of a grant from the Carnegie 
Corporation of New York. Professor Lutz is a 
member of the economics staff of the Institute 
for Advanced Study where he is on leave from 
Princeton University. 


INCREASED CASH NEEDED TO FINANCE 
EXPECTED PAYMENTS 


If all liquid funds (cash plus marketable se- 
curities) are taken into consideration, the study 
points out that their ratio to payments was con- 
siderably higher in 1943 than in 1937, when it 
was the lowest for the entire period 1916-43. 
But in 1943 factors were present which necessi- 
tated a higher liquidity of corporations, the 
most important of them being increased tax 
liabilities. 

When these various factors are taken into ac- 
count, it appears that large manufacturing cor- 
porations have not increased their liquidity be- 
yond what was necessary to provide for ex- 
pected payments. After the war, however, when 
reconversion sets in on a large scale these firms 
may draw on cash or marketable securities for 
the purpose of financing reconversion, if some 
of the factors that necessitated a high liquidity 
position in 1943 disappear, or at least diminish 
in importance. Whether funds from these 
sources, together with those the corporations 
may expect from the government following con- 
tract termination and tax refunds, will be suf- 
ficient for reconversion needs cannot be pre- 
cisely estimated. 

Medium and small manufacturing corpora- 
tions have also had a decided increase in their 
liquidity, whether judged by cash holdings 
alone or by the ratio of cash plus marketable 
securities to payments. Corporations of all sizes 
engaged in trade have improved their liquidity 
position and have experienced a decrease in re- 
ceivables and a decline in fixed property due 
to postponement of repairs and replacements. 


FREE LIQUID FUNDS ABSORBED AFTER 
WorLD War I 


Dr. Lutz also states that neither large nor 
medium-sized and small manufacturing cor- 
porations built up a special cash liquidity dur- 
ing World War I. The ratio of cash plus 
marketable securities to payments for large 
manufacturing corporations was higher at the 
end of World War I than at the beginning, in- 
dicating that a certain amount of “‘free’’ liquid 
funds were available at the close of the war. 
Medium-sized and small manufacturing cor- 
porations also possessed such free funds. 

However, when the war was over it was dis- 
covered that these funds had to be used by 
large manufacturing corporations mainly to dis- 





charge tax liabilities, and the postwar inventory 
boom that set in had to be financed primarily by 
securities issues and by bank credit. 


Short Working Capital Found 
Among Many Small Firms 


Because the working capital of many small 
companies heavily engaged in war work is 
small in comparison to current liabilities, any 
slight maladjustment may force them out of 
business, the National Industrial Conference 
board said recently on the basis of a compre. 
hensive analysis of a recent survey. This sit- 
uation was disclosed by a study of the balance 
sheets of 125 small war industries by the 
board’s research staff. 

The analysis showed that on December 31, 
1943, these small corporations possessed work. 
ing capital which would cover only 17.2 per 
cent. of current liabilities, and that 25 of them 
with net worth below $100,000 had working 
capital of only 7.3 per cent. of current liabil- 
ities. 

“For this same group of 25 very small com- 
panies, working capital was only 13.4 per cent. 
of inventory, so if only that small part of their 
current assets tied up in inventory could not 
be realized or became frozen, their workin 
capital would disappear,”’ the board explained. 
“Working capital of the 125 companies com- 
bined was 32.9 per cent. of inventory.” 

The board said that minor jolts to the com- 
panies that could be fatal might result from 
cutbacks, renegotiation, termination and dis- 
counting of inventory even before the com- 
panies are confronted with the difficult prob- 
lem of financing reconversion to the produc- 
tion and marketing of peace time goods. 

It explained that small businesses have tradi- 
tionally had a lower ratio of current assets to 
current liabilities than larger companies, result- 
ing in a smaller margin of safety in their cur- 
rent position. Even in pre-war years their 
working capital position appeared to be grow- 
ing less favorable compared with larger busi- 
nesses. 

“Before the war the 125 companies were en- 
gaged in manufacturing radio parts, washin 
machines, aircraft parts, auto bodies, stoves an 
furnaces, small tools, and other items,” the 
board said. “When peace comes, some of these 
companies will face a serious job of reconver- 
sion, of switching to the fabrication of their 
normal peace time products, of reéstablishing 
distributive channels, and of rebuilding mar- 
kets lost as a result of the war. 

“Analysis of their present position suggests 
that few will be financially prepared to make 
the transition to peace time production. The 
drain on their cash resources, it seems, will 
place many of them in a precarious financial 
position. 

“In returning to normal operations, the out- 
flow of cash in the critical interval will most 
likely exceed the inflow. Raw material inven- 
tories will in many instances have to be built 
up, wages paid, quarterly payments of the huge 
income tax accruals made, and expenses in- 
curred in reéstablishing distributive channels 
and rebuilding markets.” 


Merit Certificate Awarded 


A Certificate of Merit was presented in 
May to the Midwestern Cosby-Wirth Divi- 
sion of Moore Business Forms, Inc., and its 
employees, of Minneapolis. The Certificate 
of Merit was awarded by the Honorable 
Augustus E. Giegengack, Public Printer of 
the United States, for meritorious service 
rendered the government in the production 
of printing necessary to the war effort. 
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DIRECTORS 


EDWIN M. ALLEN 
Chairman, Mathieson 
Alkali Works, Inc. 


EDWIN J. BEINECKE 
Chairman, The Sperry & 
Hutchinson Co. 


EDGAR S. BLOOM 
President, Atlantic, Gulf and 
West Indies Steamship Lines 


LOU R. CRANDALL 
President, George A. 
Fuller Company 


CHARLES A. DANA 
President, Spicer 
Manufacturing Corp. 


HORACE C. FLANIGAN 
Vice-President 


JOHN M. FRANKLIN 
New York City 


CHARLES FROEB 
Chairman, Lincoln 
Savings Bank 


PAOLINO GERLI 
President, 
La France Industries, Inc. 


HARVEY D. GIBSON 
President 


JOHN L. JOHNSTON 
Presid: ent, 
Lambert Company 


OSWALD L. JOHNSTON 
Simpson Thacher & 
Bartlett 


CHARLES L. JONES 
The Charles L. Jones Company 


SAMUEL McROBERTS 
New York City 


JOHN T. MADDEN 
President, Emigrant 
Industrial Savings Bank 


JOHN P. MAGUIRE 
President, John P. 
Maguire & Co., Inc. 


Cc. R. PALMER 
President, Cluett 
Peabody & Co., Inc. 


GEORGE J. PATTERSON 
President, Scranton & 
Lehigh Coal Co. 


HAROLD C. RICHARD 
New York City 


HAROLD V. SMITH 
President, Home 
Insurance Co. 


ERNEST STAUFFEN 


Chairman, Trust Committee 


GUY W. VAUGHAN 
President, Curtiss-Wright 
Corporation 


HENRY C, VON ELM 
Vice-Chairman of the Board 


ALBERT N. WILLIAMS 
President, Western Union 
Telegraph Company 





MANUFACTURERS 
TRUST COMPANY 





Condensed Statement of Condition as at close of business 


June 30, 1945 





RESOURCES 
Cash and Due from Banks. 


U. S. Government Securities . 


U.S. Government Insured F. H. A. 


Mortgages 
State and Musithisel Bands 
Stock of Federal Reserve Bank . 
Other Securities . 


Loans, Bills Purchased = a ae, 
Acceptances 


Mortgages 

Banking Houses 

Other Real Estate Biniticn: 

Customers’ Liability for Acceptances 
Accrued Interest and Other Resources . 


381,982,154.20 
1,319,364,691.70 


4,644,383.41 
18,326,487.42 
2,211,350.00 
17,931,491.93 


484,681,046.19 
11,980,410.12 
11,592,030.67 
421,428.73 
3,545, 106.95 
4,869,546.12 





$2,261,550, 127.44 


LIABILITIES 
$ 7,709,700. 00 


33,000,000.00 
33,000,000.00 


Preferred Stock 
Common Stock 
Surplus 


Undivided Profits 


Reserve for Contingencies 

Reserves for Taxes, 
Unearned Discount, Interest, etc. 

Dividend on Common Stock 
(Payable July 2, 1945) 

Dividend on Preferred Stock 
(Payable July 15, 1945). 

Outstanding Acceptances 

Liability as Endorser on Acceptances 
and Foreign Bills 

Deposits 


miisnit 272.03 $ 


95,812,972.03 
8,468,300.66 
6,317,458.55 
824,998.50 


192,742.50 
4,073,017.12 


439,849.33 


2,145,420,788.75 





2,261,550,127.44 


United States Government securities carried at $426,725,501.13 are pledged to 
secure U. S. Government War Loan Deposits of $398,135,001.47 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Principal Office: 55 Broad Street, New York City 
68 BANKING OFFICES IN GREATER NEW YORK 


European Representative Office: 1, Cornhill, 


London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Preferred shares, all of which are heid bv institutions and other investors, have a par value of $20 and are 


convertivle inio and have a preference over the Common to the extent of $50 per share and accrued dividends. 
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Reviews of Recent Publications 











Primer on Termination = yg ER ere rs | pointed out: 
; ‘The Axis powers picked the .wrong oppo- 
HOW TO. SPEED up serrisment OF iin’ vty Qay‘pell ie Ciel CaaS 
: : fight a horsepower war. 
By J. K. Lasser. Published by McGraw-Hill H in “BM f M any 
Book Company, Inc., New York, 186 pages. at neers oi ass_ Production, 
$3.50. = io Na a ra yo A a caled 
roduction i who r 
This book will be particularly useful to small oo mastery of the techniques and bona 
contractors who have had no experience with forth the mountains of material that saved 
terminated contracts and expect to have very Yankee lives and won the battles. It is a story 
few settlement proposals to process. It is that reflects a sound way of life and justifies 
written in very simple language and is well patriotic pride in the men behind the men be 
illustrated by examples, tabulations, and the hind the guns. 
like. It is, in effect, a digest of the Joint Reviewed by PAUL HAASE 
Termination Regulation issued by the War and 
Navy Departments and the Regulations issued f 
by the Office 7] Contract Settlement. Examples Failure to Keep Records and Bankruptcy 
are included of completed settlement proposal, Although it is generally asserted in credi 
inventory, and other forms, which are cross- : : it 
Saat ao the pages of the text explaining je ager res of 8 — es. 4 
how the forms should be prepared. isch : _ Reger ae . 
While the book obviously is not intended for caediae ah rae pl M. J. Davis of da ae 
the accountant or business executive who has York Credit Men's Association pointed 
made a study of the various regulations and | ently in “Credit Executive.” - qut 
laws pertaining to contract terminations, the 7 Mr. Davis ssid that the Bak 
fact is that even such persons will find it re- tcy Act ites that the court may jv 
freshing to read this volume and, no doubt, ps a discharge unless the bankrupt has— 


will find at least one new idea therein. “destroyed, mutilated, falsified, concealed, or 
Reviewed by DUNDAS PEACOCK, Control- failed to keep or preserve books of account 
ler, Elliott Company, Jeannette, Pa. or records from which his financial condition 
and business transactions might be ascertained, 

Legal Handbook unless the court deems such acts or failure to 


have been justified under all the circumstances 

NEW YORK LAWS AFFECTING BUSI- of the case...” 
NESS CORPORATIONS. Edited by J. B. R. The Bankruptcy court is given wide discre- 
Smith. Published by United States Corporation tion in respect to denying a bankrupt’s dis- 
Company, 150 Broadway, New York 7, N. Y. charge for failure to keep proper books. There 
$20.00. are some cases where it would not have been 
The twenty-sixth edition of this valuable normal for books to have been kept. The na- 
handbook, revised to April 24, 1945, is now ture and not the size of the bankrupts enter- 
available. It will appeal particularly because prise is the principal yardstick. For instance, 
of information on the repeal of the additional it has been held in several cases that the 
emergency stock transfer tax, nine amendments failure of a traveling salesman to keep books 
to the new franchise tax act, a new article 6-A _is justified because he was working for an- 





of the general corporation law governing the other and receiving a comparatively small In 
reimbursement of directors, officers and em- — salary. Small business men, such as country d 
ployees of corporations for expenses in de- butchers, a plumber operating a very small ce 
fending certain suits. In addition to these 39 enterprise, a building contractor operating “in dc 
changes, emergency measures were enacted or his hat’’"—these and many other similar cases 
re-enacted with respect to contributions, serv- have been held to be types: which would not ne 
ice of notices and the renegotiation of war ordinarily require the Coins of extensive | 
contracts in computing franchise taxes. books and records. ” 
Besides the statutes, there are liberal an- The form in which books and records are m 
notations of judicial decisions. These notes kept is not prescribed in the law and the fact 
are much more than digests of the particular that the bankrupt used a crude or careless 
decisions; they not only contain the editor's method is not alone sufficient to deny a dis- 
understanding of the cases but usually are ab- charge. wi 
stracts, in the court’s exact language, with nu- Neither does the law prescribe any specific id 
merous citations of supporting cases. time during which books and records must 
There is also a ‘Synoptic Analysis,” which be held. an 
is a topical arrangement of the general and the All that the cases say in reference to the 
stock corporation laws, and of the relation- holding of records is that they be kept for a 
ship of the several corporation laws to one “reasonable time.” This issue, if raised in op- 
another. position to a discharge, is one upon which the | 
court has broad discretion in reaching a de 
The “Know-How” Boys cision. The facts in the case itself may or may 
not suggest that the destruction of certain 
MASTERS OF MASS PRODUCTION. By records might be significant or for the put- 
s Christy Borth. Published by Bobbs-Merrill pose of defrauding creditors. One, cheeebie 
Company, Indianapolis 7, Indiana. $3.50. must not jump to the conclusion that the ' 


That symbol of mass production for war— mere failure to keep records, without attend- 
Willow Run—was no coincidence. It had ing circumstances is, in itself, a ground for 
historic precedents in our land as well as opposing a discharge. 
scores of parallel symbols in these war-torn 
years. For the United States has pioneered the 
idea of mass production and, through the ap- A bill has been passed by the North Caro- 
plication of such principles, has shown to the lina legislature creating a sinking fund for 
world that even with the handicap of a late the retirement of. the state’s general fund 
start (in 1917 as in 1941) it can win a “horse- bonds. The passage of the bill obviates the 
power war” because it has the industrial know- _ raising of $75,275,853 in additional taxes to 
how as well as physical courage, natural wealth meet debt service payments during the next 
and financial resources. 26 years. 


* * * 
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PEBS HTS 
ASHSLTOSS 


In every department—from presi- 
dent’s office to factory shipping 
dock—anywhere paper work is 
needed, there is an opportunity to 
save time, lighten labor and save 
money. 

Multilith Duplicating points the 
way with the introduction of a new 
idea—the Systemat. The Systemat is 
an inexpensive master sheet that 





MULTILITH DUPLICATOR MODEL 1250 
Multilith Models from $395 to $3,725 
Multigraph Models from $150 to $2,035 
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Changing Conditions 
Demand 
Changed Methods 





reproduces lines and text for stand- 
ardized forms along with variable 
information at one time—and in one 
single operation. 

The advantages of Systemat dupli- 
cating are so revolutionary that it 
opens up scores of ways to consoli- 
date several forms into one and 


effect many other short cuts. 


We can show you how top execu- 
tives are using Systemats for confi- 
dential reports — how purchasing 
and billing departments use it to 
eliminate numerous forms. Syste- 
mats are saving time and avoiding 


Multigraph 


TAADE-MARK REG 





errors in engineering departments, 


in shop operations, in receiving, 
stock room, and shipping depart- 
ments. 

Call in a Multigraph man to help 
you find ways to improve efficiency 
and cut costs in every department 
where repetitive paper work of any 
description is required. Phone our 
nearby office or write Methods De- 
partment, Addressograph-Multi- 
graph Corporation, Cleveland 17, 
Ohio. Sales Agencies with service 
and supply departments in prin- 


cipal cities of the world. 


SIMPLIFIED BUSINESS METHODS 


Multéhth Systemat and Multigraph are Registered Trade Marks of Addressograph-Multigraob Corecratior 
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Personal Notes About Controllers 








Mr. Laurence Cowen, a member of the 
Controllers Institute of America, was elected 
president of the Lionel Corp., New York 
City, on June 21. Mr. Cowen has served the 
company for many years as vice president 
and comptroller. He succeeded as president, 
Mr. Joshua Lionel Cowen, founder and 
president since inception of the company, 
who was elected chairman. 


Mr. George H. Hess, Jr., comptroller of 
Great Northern Railway Company, St. Paul, 
Minnesota, is the author of an article on 
“Tax Control—a Practical Reality on the 
Great Northern Railway,” in the May, 1945, 
issue of “Systems.” Mr. Hess is a member 
of the Controllers Institute of America, hold- 
ing certificate number 357, and is serving 
currently as chairman of the Committee on 
Ethics and Professional Standing of The 
Institute. 


Mr. Arthur E. Welch has been elected 
vice president and treasurer of Aireon Manu- 
facturing Corp., Kansas City, Kansas. A mem- 
ber of the Controller Institute of America, 
he formerly held the post of controller of 
the company. 


D. H. Tyson of the Office of Fiscal Director, 
War Department, Washington, D. C. now 
bears the rank of Colonel. Previous to his en- 
try into service, he was connected with United 
States Pipe and Foundry of Burlington, New 
Jersey. 


Mr. R. R. Rener was recently appointed 
general controller of Aireon Manufacturing 
Corporation of Kansas City, Kansas. 


Mr. Herman C. Heiser, a member of the 
Controllers Institute of America, who is con- 
troller of Crown Can Company, Philadelphia, 
was recently elected President of the Phil- 
adelphia Chapter of the National Association 
of Cost Accountants for the 1945-1946 term. 


Mr. Maxwell C. LeVine, who is now liv- 
ing in Honolulu, Oahu, Hawaii, was recently 
appointed First Deputy City-County Audi- 
tor. 


Mr. F. Stuart Fitzpatrick, Chairman of the 
Advisory Committee on Government Question- 
naires, has named Mr. Charles L. Lord, Con- 
troller of the William L. Gilbert Clock Cor- 
poration of Winsted, Connecticut, a member 
of the Sub-Committee on OPA Questionnaires 
Relating to Reconversion Pricing. Mr. Lord 
succeeds Mr. R. A. Smardon, formerly control- 
ler of that company, who has removed to the 
West Coast to become controller of a depart- 
ment store. Mr. Lord is an applicant for mem- 
bership in the Controllers Institute of America. 
Mr. Smardon has been a member of The In- 
stitute for several years. 


Mr. William H. Watkins has been named 
controller and assistant treasurer of the Hewitt 
Rubber Company, Buffalo, New York. Mr. 
Watkins is holder of membership certificate 
1088 in The Institute. He recently completed 
his twentieth year with the company and until 
his promotion, was head of the firm’s ac- 
counting department. Mr. Watkins was one of 
the founders of the Buffalo Control of The 
Institute. 


_ Mr. H. R. Lange joined Cutter Laboratories 
in Berkeley, California on August Ist as con- 
troller of the company. Mr. Lange who was 





serving as a director of the Quad Cities Control 
of The Institute, had held the position, until 
his resignation, of assistant secretary-treasurer 
with Ordnance Steel Foundry Company in 
Bettendorf, Iowa. 


Mr. C. F. Nelson has accepted the position 
of controller with Gummed Products Company, 
Troy, Ohio. A member of The Institute since 
January, 1942, Mr. Nelson was formerly con- 
nected with Allen R. Smart and Company, 
certified public accountants of Dayton, and 
previously served as controller with The Shef- 
field Corporation, Dayton, Ohio. 


Mr. J. H. Jerome is now affiliated with Erie 
Basin Metal Products, Inc., of Independence, 
Kansas. A member of The Institute since No- 
vember, 1942, Mr. Jerome served previously as 
controller of Illinois Watch Case Company, 
Elgin, Il. 


Mr. Arthur Wilkins, formerly connected 
with National Fireworks, Inc., West Hanover, 
Mass., in the position of assistant controller, 
recently joined Nathan Manufacturing Com- 
pany, New York, as comptroller. Mr. Wilkins 
was elected to membership in The Controllers 
Institute of America on January 26, 1945. 





| Institute’s Tax Adviser Named 
New York State Tax Head 


Alger B. Chapman, Attorney, member 
| of the firm of Alvord & Alvord of Wash- 
| ington and New York City, who has | 
served as advisor to the Committee on | 

| 
| 
| 


Federal Taxation, Controllers Institute 
of America, has been named Commis- 
sioner of Taxation and Finance, and Presi- 
dent of the State Tax Commission, of the 
State of New York, by Governor Thomas 
E. Dewey. Mr. Chapman was an attorney 
in the Legislative Counsel’s Office of 
the United States Senate from 1930 to 
1932, and has conducted tax courses 
throughout the country under the joint 
sponsorship of the American Bar As- 
sociation and the Practicing Law Insti- 
tute of New York. 











Mr. Richard J. Hanwell has succeeded Mr. 
Joseph L. Focht as controller of the White- 
hall Pharmacal Company, New York. A 
member of The Institute since August 28, 
1941, and holder of its membership certificate 
number 1955, Mr. Hanwell was recently re- 
leased from his wartime activity of flying 
with the Air Transport Command. 


Controllership Policies Discussed 
By Institute Members 


Controllership management policies were 
discussed by Messrs. C. E. Jarchow, vice-presi- 
dent and comptroller of International Harvester 
Company, Chicago; Oscar N. Lindahl, vice- 
president-finance, Carnegie-Illinois Steel Cor- 
poration, Pittsburgh; and Fred F. Hoyt, vice- 
president, Carrier Corporation, Syracuse, at a 
conference sponsored in November, 1944, by 
the Economic and Business Foundation. 

Mr. Jarchow’s contribution to the discussion 
covered general aspects and objectives of con- 
trollership. Mr. Lindahl discussed the effect of 
federal income and other taxes upon control- 
lership management policies. Mr. Hoyt’s paper 
covered cost problems as related to controller- 
ship management policies. 





Mr. Jarchow, a national director of the Con. 
trollers Institute of America is currently sery. 
ing as chairman of The Institute’s Committee 
on War Contract Termination Policies and 
Procedures. Mr. Lindahl, a past president of 
the Controllers Institute is chairman of its 
Committee on Federal Taxation. Mr. Hoyt is 
a national director of The Institute. 

Single copies of the proceedings of the con. 
ference are available at thirty-five cents per 
copy from the Economic and Business Founda- 
tion, New Wilmington, Pennsylvania. 





OBITUARIES 











FERRON L. ANDRUS 


Mr. Ferron L. Andrus, vice-president and 
comptroller of the Forest Lawn Memorial Park 
Association of Glendale, California, died on 
June 21, 1945. A member of The Institute since 
October, 1938 and holder of membership cer- 
tificate No. 1301, he was a member of the Los 
Angeles Control of The Institute. A native of 
North Dakota, Mr. Andrus was connected with 
a Los Angeles newspaper from 1919 until 1924 
and later was purchasing agent in Florida for 
the American-British Improvement Company. 
He became associated with Forest Lawn Me- 
morial Park eight years ago. He is survived by 
his widow and a daughter, Pamela. 


JOHN G. LARSON 


Mr. John G. Larson, who retired as control- 
ler of California Packing Corporation, San 
Francisco, in November, 1942, died on May 29, 
1945. Elected to membership of the Controllers 
Institute of America in November, 1934, as 
member number 400 in the organization, Mr. 
Larson was a charter. member of the San Fran- 
cisco Control and its second president, during 
the 1935-36 term. In memory of their deceased 
fellow member, the members of the San Fran- 
cisco Control made a small contribution to the 
Shrine Hospital for Crippled Children in line 
with the Control’s regular custom. Mr. Larson is 
survived by his widow, as well as two daugh- 
ters and two sons by an earlier marriage. 


F. EARL REUWER 


Funeral services for F. Earl Reuwer, treasurer 
of the W. T. Cowan Company, Baltimore, Matry- 
land, were held on July 9th with entombment 
in Green Mount Mausoleum. Mr. Reuwer, 48 
years old, died suddenly on July 6 at his home 
in Hunting Ridge. He had been ill since the 
previous afternoon when he suffered a heatt 
attack. 

A prominent accountant and financial officer, 
Mr. Reuwer had recently been elected secretaty- 
treasurer of the Baltimore Control of the Con- 
trollers Institute of America, and had been serv- 
ing as a member of its National Committee on 
Education and its National Committee on Post- 
war Controllership Problems. He was a director 
of the Baltimore chapter of the National Asso- 
ciation of Cost Accountants, having previously 
served that group as its president, in addition 
to having been president of the Certified Public 
Accountants Association of Maryland. — 

Mr. Reuwer was elected to membership in 
the Controllers Institute of America in August, 
1940, being holder of membership certilicate 
1735. Prior to joining the W. T. Cowan Com- 
pany in Baltimore, he had served as secretaty 
and treasurer of American Bosch Corporation 
in Springfield, Massachusetts. Mr. Reuwer }s 
survived by his wife, Mrs. Evelyn Reuwet, aa 
a daughter, Mrs. Hugh D. Roberts. 
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the curse of idle facts 


What is unusual about this man? 

It’s his ability to inject the price- 
less element of control into your busi- 
ness records ... to give them “Fact- 
Power.” 

Without control, records are a 
mere history of stock ... cost... 
personnel .. . sales. Such records fail 
to indicate in themselves what action 
should be taken, and when. Minor and 
major decisions alike must wait upon 
analysis of recorded facts, unless 
record systems provide control. 

Sight analysis, 
made possible by 
the development of 
Kardex Graph-A- 
Matic charting sig- 
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... 1 among many methods and types 
of equipment from which the Sys- 
tems Technician selects and combines 
those best suited to individual needs. 


nal control, is saving thousands of 
man-hours every day because some- 
body called in the Systems Techni- 
cian. While providing the all-im- 
portant control, this man also knows 
how to simplify and consolidate du- 
plicated and overlapping records. He 
can design them to eliminate waste 
effort, house them for faster, easier 
reference, protect them from fire at 
the point of use. 

Through knowledge interchanged 
with his hundreds of colleagues, he 
offers you the accumulated record- 
control experience of leading organi- 
zations everywhere. He is at our 
nearest Branch Office, and can go to 
work for you today. 
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ME brings fluctuating costs under visible 
control. The Superior Foundry Co. (Cleve- 
land) modernized its cost records to (1) 
reduce production costs (2) obtain fast, ac- 
curate, profitable estimating (3) improve 
production planning. Kardex centralizes 
data in one place, with Graph-A-Matic sig- 
nal control charting on visible margins the 
percentage above or below standard of cur- 
rent runs. Superior can see costs, act prompt- 


ly! Story is in June issue of “SYSTEMS.” 





Heé simplifies control of 3,000,000 
papers monthly for motor maker. Wright 
Aeronautical Corp. needed a filing system 
to keep pace with mushrooming war activi- 
ties, yet retain basic simplicity. The solu- 
tion: Variadex, the expansible alphabetic 
index with rainbow color “finding” for max- 
imum accuracy and speed. Effective filing 
control ends waiting for “‘lost-or-strayed” 
papers. Remington Rand filing systems and 
equipment are designed to meet every indi- 
vidual need. 


TTEEPEETED 


HE combines credit, collection, accounts 
receivable operations...lowers costs 2/3. 
Study at Luden’s, Inc., famous candy and 
cough drop makers, indicated Kolect-A-Matic 
Unit Invoice System would simplify proce- 
dure, speed collections, reduce costs. Now 
4 girls easily do the work that would need 
12 with old system. Credit and collection 
control are visual. “Posting” to accounts is 
done by filing, or removing, invoice copies 
from ledger “pockets.” Simple, fast,accurate, 


and fool-proof! Ask for Folder SN 588. 
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Mounting Problems of Controllers Over 11 Years 








August was a busy month for control- 
lers in each of the eleven years beginning 
with 1934, as evidenced by material which 
appeared in the pages of THE CONTROL- 
LER. A summary of the principal items is 
presented herewith: 

i934: One year of operation under 
NRA comes to a close... .. Controllers 
generally are economists, and a knowl- 
edge of statistical procedures is likewise 
essential to the successful handling of 
their problems... . . Currency inflation 
in Europe described... . . Obstacles in 
the way of alleviation of internation dou- 
ble taxation were analyzed... .. Forms 
of certificates asked by public account- 
ants from corporations are reviewed. 

1935: Replies were being received to 
a questionnaire addressed to controllers 
by ‘The Institute on the subject of the de- 
sirability of consolidated returns. The 
right to file consolidated tax returns is 
being sought... .. C. E. Knoeppel de- 
scribes the controllers place in profit mak- 
mee SS: 3% Desirability of giving control- 
lers a special title or mark of professional 
authority questioned by many members of 
Institute. 

1936: Handling of tax on undistrib- 
uted earnings in corporate accounts dis- 
cussed in collection of opinions from con- 
troilers and attorneys. .... Compliance 
with California Unemployment Insurance 
Act described by J. S. Snelham..... 
“Hold Harmless” clauses in contracts con- 
stitute dangerous practice. 

1937: Simplification sought in comput- 
ing employees’ old age benefits tax... .. 
Appraising firm’s insurance risks is con- 
troller’s responsibility... . . Filing of 
Social Security Forms SS2 and SS2a be- 
fore the close of July presented many 
problems to controllers, as well as thou- 
sands of manual and machine operations. 
. . . . Controllers were discussing what 
responsibilities must rest upon an em- 
ployer in the matter of retaining in his 
files the records of payments of wages to 
employees, and of taxes paid by both em- 
ployer and employees, under the Social 
Security Act... .. Attorney of Securi- 
ties and Exchange Commission rules that 
companies must register a new issue even 
if stockholders have the right to buy it. 

1938: “The time has come to use ac- 
counting for managerial control, taking 
it out of muscle-bound, backward balance 
sheet presentation, and making a living, 
current expression of management out of 
it,” says Fred V. Gardner of Milwaukee, 
a management consultant... . . Commit- 
tee on Ethics and Professional Standing 
makes report concerning general, stand- 
ard routines to be followed by the con- 
troller and advocates periodical checking 


to realign lines of authority, and control 
factors. . Philip Saunders, CPA, 
contributes article on “An Approach to 
Problem of Finding Unit Costs of Dis- 
tribution.” . . . . Discussions of rulings 
by Federal courts concerning taxable 
gains. 

1939: “Control of Capital Expendi- 
tures’ discussed by Franzy Eakin of De- 
catur, Illinois... .. G. Kibby Munson 
discusses value based on earnings and 
other principles as treated in recent de- 
cisions. Symposium announced 
for annual meeting of Controllers Insti- 
tute on relations between controllers and 
public accountants. . Edward V. 
Mills points out that controller has share 
of responsibility for fair industrial rela- 
HOME. <5 5. x Points for and against key- 
man bonus system described by executives 
in case material on controllership prob- 
lems, F iga Editorial comment made on 
recommendations of American Institute 
of Accountants that public accountants 
use the word “report” instead of ‘“‘cer- 
tificate’” or “report and opinion” in pre- 
senting statements as to the results of 
audits. Point made that this dooms the 
“certificate” of the public accounting pro- 
fession to oblivion. 

1940: Ellsworth C. Alvord analyzes the 
need of an excess profits tax to cover 
the expenses of the war defense program, 
also the question of amortization of the 
cost of war facilities... .. Controllers 
recognize need of appraising the eco- 
nomic changes which have come about, 
and are in prospect, as a result of the 
upsetting of economic conditions by the 
Wate. wih Internal auditors should re- 
port to the controller rather than to any 
other officer of a company, or to the pub- 
lic accountants, an editorial sets forth as 
the settled practice in business. ... . 
Accounting and reporting for subsidiaries 
in Europe present problems to control- 


a SOE Raymond E. Brennan of 
Portland, Oregon, suggests formula for 
assessing excess profits tax... .. C. Law- 


rence Miinch, President of Hood Rubber 
Company, discusses problems forced on 
management by changed economic con- 
ditions. . . Edward: J. Green of 
Indianapolis, Vice-President of McCready- 
Pension Engineers, Inc. discusses problems 
presented by introduction of profit-sharing, 
Pension or Retirement Plans. ; 
Committee on Technical Information and 
Research of Controllers Institute of Amer- 
ica, in a report made by its chairman, 
Mr. Roy S. Holden of Chicago, advocates 
charging cost of special pensions to gen- 
eral administrative expense. ... . Meth- 
ods of regularizing employment, with a 


view to stabilizing employment, presented 
by Dr. Emerson P. Schmidt, Associate 
Professor of Economics of University of 
Minnesota. 

1941: The strain on executive ability 
in this country is enormous, it is pointed 
out in an editorial. Consequences of out- 
break of war far-reaching in field of con- 
trollership. . .. . Professor H. C. Sau- 
vain of Indiana University’s School of 
Business, discusses the economics of the 
defense program. .... Deferment of 
extra compensation payments to salesmen 
discussed by the Committee on Technical 
Information and Research of Controllers 
Institute of America. .... F. E. Burn- 
ham of United Aircraft Corporation dis- 
cusses the multitudinous details involved 
in making an application for a necessity 
certificate. Walter A. Cooper, 
Public Accountant, New York City, dis- 
cusses the puzzling problems presented by 
the excess profits tax... .. Wage Hour 
experts tell what makes accountant pro- 
fessional. 

1942: Compliance with governmental 
regulations is big factor in carrying out a 
successful war production program. A 
task for the controller. ... . Report on 
Postwar Controllership Problems in 
course of preparation by special commit- 
tee of Controllers Institute of America. 
.... Renegotiation procedures loom large 
among problems of controllers. . . 
New Federal revenue act to contain pro- 
visions limiting tax free contributions of 
business concerns to self-operated em- 
ployee pension funds... .. Responsi- 
bilities and problems of the controller in 
government contracting, discussed by 
J. Robley Janssen of Lockheed Aircraft 
Corporation. .... Lower profits and 
volume ahead for retailers predicted by 
John A. Donaldson of Butler Brothers, 
Chica. 25>: Current developments in 
Federal taxation discussed by Lucien W. 
Shaw, attorney of Los Angeles. . . . 
Committee on Technical Information and 
Research of Controllers Institute issues 
reports on balance sheet treatment of ad- 
vance payments on prime contracts, and 
other problems... . . “Profits and profits 
reserves in wartime” discussed by Walter 
B. Gibson, Public Accountant, of New 


Vous Gay. o.2 a. Franzy Eakin of De- 
catur, Illinois, discusses postwar control- 
lership problems. ... . Report by NAM 


of results of survey indicates tax rise will 
endanger postwar industry. 

1943: Two thousandth member elected 
by Controllers Institute of America... -- 
Financial reporting forms come under 
discussion by Advisory Committee on 
Government Questionnaires. .. - - Re- 





vision 

forman 
Revenu 
Jers. . 
“Some 

efs.” . 

mittee 

cusses | 
Provisi¢ 
prompt 
needs © 
can bec 
A. Dor 
cago, P 
which 1 
ment ai 
years. . 
tion pi 
Lippinc 
Americ: 
countric 
States J 
trollers 
task, sa 
York EB 
ant. 
1944 
ett H. 

rector O 
Nickers 
countin 
School 

cusses { 
ticipatic 
problen 
mittee < 
scribed 
Represe 
Budget. 
entitled 
feviews 
sents se 
Frank I 
motive 
Inc., di 
lems. . 

full en 
nomic f 


Utility 


The F 
26 revea 
Power (¢ 
totaling | 

The c 
and othe 
plant ac 
80 per ce 
of electr; 
order ins 


Counts o 
1912 anc 


The Controller, August, 1945 409 





yision Of profit-sharing plans in con- 
formance with section of 1942 Federal 
Revenue Act poses problems for control- 



































les. .. . - Oscar N. Lindahl discusses 
“Some postwar problems of manufactur- 
es.” . . . - C. Scott Fletcher of Com- " 
mittee for Economic Development dis- es 4 
ed cusses business plans for V-Day. ... . e 3 
te Provisions for postwar reserves, and 3 
of prompt cancellation settlements, vital = 3 
| needs of business... . . Postwar period o* 3 
ty can become time for opportunities, John ty = 
ed A. Donaldson of Butler Brothers, Chi- + 
t- cago, points out. He lists eighteen items : 
ad which will demand attention of manage- 
5? ment and of controllers during next two 
: yeas... -- “Complexity of reconstruc- 
tion problems’ discussed by Dr. Isaac . ° ° 
Fppincott OM st. Eouts.... <0. ; Census of P ractical Advice on P ension 
i American rome paapesty ms —— . ‘ : 
countries now being conducted by Unite 
: States Treasury Department, presents con- Planning and F Inancing 
5. trollers with difficult and burdensome 
d task, says Leon Kipnis, member of New ae : 
y [| Yok Bar and Certified Public Account. BASED upon extensive experience as trustee for 
t, ant. both insured and independently financed pension 
S 1944: Greetings were extended to Rob- 


y ett H. Hinckley, newly appointed Di- plans, and a wide knowledge of all types of 
.B 


If ° . ° 
ey * Conieacs Seitoment: ; - - - retirement plans in general use, this bank offers 














)- Nickerson, Associate Professor of Ac- 
counting, Harvard University Graduate its services to corporation officers and directors 
A School of Business Administration, dis- ; z > as sita 
: cusses the need for action now in an- for their assistance in deciding upon the type of 
ticipation of postwar inventory control : “1. 
a... "Wyisehe 68 Adwianey Com plan, the specific provisions, and the method of 
- mittee on Government Questionnaires de- financing best suited to their companies’ individual 
sctibed by Byron Mitchell, Chief Field : ; 
, | Representative of the Bureau of the needs and financial circumstances. 
Budget... .. Mason Smith in an article 
z entitled “Realism in Postwar Planning” 
f reviews planning for postwar. He pre- 
‘ sents series of factual check-points. .. . . Condensed to 17 pages of text, a booklet entitled 
. ee py General Manager of Auto- Pension Plan Fundamentals Briefly Stated will be 
mo 4 + 7 . 2 
n we and Aviation Parts Manufacturers, mailed on request. This is written for corporation 
| Inc., discusses postwar employment prob- ‘ 5 : 
! lems... . . Dr. J. Philip Wernette labels executives and directors who wish to have a concise 
i full employment the number one eco- statement of the basic factors involved in developing a 
y nomic problem. satisfactory pension plan and financing it on an eco- 
, om , nomical basis consistent with earnings. 
: Utility Faces Accounting Adjustments 
7 of 51 Millions 
The Federal Power Commission on February 
j x _ that — ordered the Montana t t 
ower Co. to make accounting adjustments G T C m 
‘ totaling $51,978,025. uaran rus 0 an 
. =e sommmnission said it had found writeups 
j other improper charges of the company’s f N y k 
: Plant accounts amounting to $46,891,597, or O ew or 
o cent. of the original cost ($58,023,509) 
of electric properties as of Jan. 1, 1937. The j 
, order instructed the company to file entries by Capital Funds $307 000,000 
Jan. 31, 1946, disposing of these charges. 
The amount is the largest so far ordered 140 Broadway 
disposed of by the commission in any ac- New York 15 
counting case which it has reviewed. 
pea item, the < mee the excess Fifth Ave. at 44th St. Madison Ave. at 60th St. 
ual cost over original cost of properties 4 
) of going concerns acquired by the Montana ne Re ee 
Company in arm’s-length transactions to be London Paris Brussels 


| $5,086,428, which sum was ordered amortized 
Over a 15-year period. 

: e¢ FPC said the asserted inflation of ac- Copyright, Guaranty Trust Company of New York, 1945 
ounts occurred mainly in two transactions in ———— 
1912 and 1913, 
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INSTITUTE ACTIVITIES 








Seattle Control’s Progress Told 
In President Orr’s Report 


A record of the growth and progress of the 
Seattle Control was presented in a report made 
by Mr. A. D. Orr, retiring president of the Con- 
trol, at the Annual Meeting of its members, 
held June 28. 

This report is of particular value because it 
indicates the manner in which the members of 
the Control devised a program which embraced 
studies of a great many subjects which are of 
particular interest to controllers. After men- 
tioning some of the committees, and the work 
which they have performed, Mr. Orr said: 

“I feel that these committees furnish the 
substance we need to give this group its prin- 
cipal justification for existence. I sincerely hope 
the favorable start made will grow into an im- 
portant part of our programs. This Control will 
attract members only so long as it serves its 
members and the community in a technical and 
professional capacity. I am hopeful that next 
year will see some active discussions and con- 
clusions on tax and social security problems 
which will benefit our employers and national 
and local legislation. Certainly the need for 
such an expression is paramount at this time.” 

Few more concise statements of the scope of 
work to be done by the Control have been given 
by members of The Institute, officially. 

The Seattle Control began with a meeting of 
five members at large of the Controllers Insti- 
tute of America in November, 1943, in which 
they were joined by sixteen prospective mem- 
bers. Mr. Paul Haase, an Assistant. Secretary of 
The Institute, was present and gave a picture of 
the type of work in which The Institute is en- 
gaged, the details of its organization and the 
relation of the Controls to the national body. At 
that.meeting applications for membership were 
presented by twelve of those in attendance. The 
next meeting of this group was as a Control, 
in February, 1944, with sixteen names on the 
roll. Mr. Ray Huff was elected as the first 
President. 

By June, 1944, the Control had grown to 
twenty-four members, and by June, 1945, the 
Control numbered thirty-two members, with 
four applications for membership pending from 
controllers in its territory. 

President Orr gave an interesting breakdown 
of the types of business represented by the thirty- 
two members. Controllers of manufacturing or 
natural resource industries predominate, num- 
bering twelve. 

The classification of banks and insurance un- 
derwriting ranks next, with six controllers; and 
retail distribution follows with five. 

The utility companies are represented by three 
controllers, and there is a classification headed 
“Entertainment, Service and Association’’ num- 
bering three controllers. Transportation com- 
panies are represented by two controllers, and 
the wholesale distribution field by one. 

This type of breakdown could well be made 
by other Controls. 

President Orr stated in his annual report that 
the Directors of the Control have talked in- 
formally of a top membership of fifty to sixty, 
“provided suitable well qualified applicants are 
interested.” He makes the observation that an 
increased membership might mean an attend- 
ance of thirty-five to forty members at meetings, 
“which should still permit active discussion 
and fellowship.” Mr. Orr puts his finger there 
on two of the factors which make for the suc- 
cess of small Controls, namely, active discussion 
and fellowship. 

Speaking of the meetings of Directors and 
of Committee Chairmen held during the year, 
Mr. Orr said that the discussions were very 
beneficial to the Directors and Committee Chair- 
men during the six meetings held in the course 





of the year. Again, Mr. Orr points to a useful 
by-products of work done by controllers, namely, 
the opportunity to have informal discussions 
with other controllers on subjects of current in- 
terest. 

Speaking of the committees of the Con- 
trol, and their work, Mr. Orr said: ‘The 
technical committees, organized last fall, 
have been a source of real help in furnish- 
ing live subject matter for membership con- 
sideration. The Accounting Practice committee 
under Ted Herz presented a well thought out 
Budgetary Control program. The Social Se- 
curity committee, through its chairman, D. D. 
Bower, was instrumental in securing some re- 
lief from the State Unemployment Insurance 
Division on reporting procedure. The Federal 
Tax committee, C. L. Anderson, Chairman, has 
reported on timely matters concerning the tax 
calendar. Harold Bowman on behalf of the War 
Contracts committee has advised us generally 
on matters of interest in contract termination, 
and kindred subjects. Mr. Killien has kept us 
in touch with national activities of the Commit- 
tee on Education.” 

The experience of the Seattle group is typical 
of that in more than thirty other American 
cities—thirty-six to be exact—in which local 
branches of the Controllers Institute are func- 
tioning.—A. R. T 





“Full Employment” Pamphlet Sent 
To Institute Members 

A special pamphlet “ ‘Full Employ- 
ment’ and Freedom in America,” based 
on an address which was presented be- 
fore the St. Louis Control of the Control- 
lers Institute of America on May 31, by 
Dr. Virgil Jordan, president of the Na- 
tional Industrial Conference Board, has 
been sent to all members of The Institute 
through arrangements by the St. Louis 
Control and Mr. Daniel M. Sheehan, 
controller of Monsanto Chemical Com- 
pany, St. Louis, who is a vice-president 
of the Controllers Institute of America. 
Additional copies of the booklet may be 
obtained from the Controllers Institute 
of America, One East Forty-Second 
| Street, New York 17, N. Y. 











San Francisco Control’s Membership 
Record Noted 


The excellent record of membership growth 
in the San Francisco Control during the 1944- 
45 year was commented on by the Control's 
secretary, Guy P. Jones, of Consolidated 
Chemical Industries, Inc. in a report to the 
Control’s June meeting. 

During the year the Control’s membership 
increased from 73 to 90, with five applications 
for membership awaiting action at National 
Headquarters, at the time of the report. The 
good work of the Admission’s Comm‘ttee of 
the Control, under the chairmanship of Wil- 
liam Webster, of First California Company, 
was commented on in the report. 

Of the net increase, six represented trans- 
fers to San Francisco from other Controls, 
while the Control suffered the loss by death 
of one member, Mr. John C. Larson, and two 
members who were transferred from San 
Francisco to other Controls due to change in 
business locations. 

The average attendance at Control meet- 
ings during the year was 32, which continued 
the increase in average attendance over the 
past five years from an average twenty-six in 
the 1940-41 year. 





Chicago Control Mails 
Booklet to Members 


A special pamphlet entitled “Property and 
Casualty Insurance” was sent to all members 
of the Chicago Control recently. It contained 
addresses presented at the April 24, 1945 meet. 
ing of the Chicago Control by Mr. Lawrence 
S. Myers, who spoke on the subject of “Prop- 
erty Insurance,’ and Mr. Albert A. Morey 
both of Marsh & McLennan, Inc., who spoke 
on “The Manufacturer and Casualty Insurance.” 


SEC Adopts Amendment to Regulation A 


Adoption of amendments to Regulation A 
of the Securities Act of 1933, as amended, was 
announced late in May by the Securities and 
Exchange Commission. Under the amended 
Regulation, issuers meeting the conditions of 
the Regulation may make a public offering of 
securities not exceeding $300,000 without fi- 
ing a registration statement with the Com. 
mission. The new Regulation still permits an 
offering not exceeding $100,000 to be made by, 
on behalf of, or for the benefit of any person 
controlling, controlled by, or under common 
control with the issuer. However, the aggregate 
amount of such offerings, and those by the 
issuer, cannot exceed $300,000 in any period 
of twelve months. The amended Regulation 
provides that offerings may be made at the ex- 
piration of five days after a letter of notifica- 
tion is filed with the appropriate regional office 
of the Commission. : 

On May 15, 1945 President Truman signed 
a bill under which Section 3 (b) of the Act 
was amended to permit the Commission to 
exempt from the registration provisions any 
class of securities whose aggregate offering 
price to the public does not exceed $300,000. 
Prior to the enactment of the recent amend- 
ment, the limitation on offerings under Sec- 
tion 3 (b) was $100,000. 

Section 3 (b) as amended remains permis- 
sive and preserves the Commission's author- 
ity, in granting exemption, to impose terms 
and conditions found necessary to protect the 
public interest. 

It should be emphasized that the Commis- 
sion’s action is of a temporary nature and is 
not to be construed as indicating a final de- 
termination by it that the requirements set 
forth in the new Regulation are regarded as 
adequate in the case of all issues up to $300,- 
000. The Commission feels that on the basis of 
the experience with the old Regulation and in 
view of conditions now developing, it may be 
necessary to modify the temporary Regulation 
issued today or to prescribe additional rules 
for offerings up to $300,000, and if so it will 
make such changes as may be deemed neces- 
sary. ; 

It is further emphasized that the exemption 
from registration permitted by Section 3 (b) 
is not complete exemption from all provisions 
of the Act. It is limited by express provisions 
in Section 12 which impose civil liability on 
persons who sell securities in interstate com- 
merce or through the mails by means of un- 
true statements or misleading omissions, and 
by Section 17 which makes it unlawful to 
sell securities by such means or by other types 
of fraud. Sections 12 and 17 are applicable 
even though the securities involved are €x- 
empted under Section 3(b). 

* * * 

At present there are 33 states with some form 
of income tax, but only nine obtained more 
than 20 per cent. of their total tax revenue 
from it in 1944. 

Of the $40.6 billion in taxes collected by 
the Federal Government in 1944, fifteen bil- 
lions (or 37 per cent.) was drawn from the 
income of businesses. Individuals paid from 
their personal incomes another eighteen and @ 
quarter billion dollars (or 45 per cent. of the 
total). 
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National Income in 1944 Reached 
New High of $161 Billion 


The nation’s income in 1944 zoomed to a 
record $161 billion while gross national prod- 
uct rose to $199 billion, according to esti- 
mates released by the Commerce Department. 
The nation’s production, measured in dollars, 
more than doubled total national output of 
the peacetime year of 1939, but after allowing 
for the effects of price rises, experts believe 
the real production in 1944 was one and 
three-quarters times larger than that of 1939. 

Expenditures for war during this period 
were $86 billion, or 43 per cent. of the gross 
national product, representing an increase of 
$4 billion over those of 1943. 

Of the $11 billion increase in national in- 
come from i943 to 1944, Government pay- 
rolls, which include the pay of the armed 
forces, accounted for more than $5 billion. 
In contrast to preceding years, manufacturing 
wages and salaries rose only $1.6 billion. Net 
income of farm proprietors, another branch 
of the income stream which had been respon- 
sible for a large part of the wartime increase 
in incomes, remained practically stable at the 
record levels established,in 1943. The Depart- 
ment of Commerce declared that the main 
forces behind wartime increases in national 
income were largely spent by the end of 1944. 


Farmers Held Poorly Organized 
for Vital Needs 


The unrepresentative character of American 
farm organizations is responsible for many of 
the difficulties which face present-day farmers, 
according to Carey McWilliams in Smal] Farm 
and Big Farm, a 32-page pamphlet issued as 
Pamphlet No. 100 in the series published by 
the Public Affairs Committee of New York. 

“Since the Farm Bloc in Congress has been 
exceptionally successful of late years in getting 
one important concession after another from 
Congress, the illusion exists that farmers are 
well organized for the protection of their in- 
terests on the economic and political fronts.” 

“Nothing could be farther from the truth,” 
Mr. McWilliams declares. Agriculture is less 
than 30 per cent organized on a national basis. 
The three major farm organizations—the Na- 
tional Grange, the American Farm Bureau Fed- 
eration, and the National Farmers’ Union— 
have a combined membership of less than two 
million, as compared to the almost thirteen 
million in the A. F. of L. and the C.1.O. 


Postwar Programs Handbook 


The first general handbook on methods of 
stimulating popular interest in postwar prob- 
lems, both national and international, will be 
published by the Postwar Information Ex- 
change, Inc., in the summer of 1945. The Ex- 
change, with members from nearly seventy re- 
search and educational organizations, main- 
tains headquarters at 8 West 40th Street in 
New York City and acts as a clearing house 
for information on postwar questions. 

Organizations throughout the nation which 
are carrying on programs dealing with these 
problems are being invited to contribute their 
€xperiences in program planning. The Ex- 
change, with the assistance of the Carnegie 
Endowment for International Peace, is making 
a study of the most successful methods de- 
veloped by national, state and community or- 
ganizations, of using films, recordings, posters, 
pamphlets, speakers, radio programs and other 
educational media. Those methods will be de- 
scribed in the handbook and will be illustrated 
with outstanding experiences of organizations. 
The handbook is a cooperative experiment to 
improve methods of popular education through 
shating of experiences and information. It 
will be illustrated and written in popular 
style. Single copies will be sold for 25¢. 
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You can stop 


RIGHT HERE 
N 7 


@ ) 





With a Todd Payroll System, 


you skip two steps v © 


A Todd Payroll System gives you 
three payroll records from one 
posting, and supplies all the infor- 
mation 7 Government agencies re- 
quire. Obviously, you save time and 
avoid last-minute rushes to bring 
payroll records up to date. The facts 
you need when the Wage and Hour 
Inspector calls or Government 
reports are due are available with- 
out extra effort. 

Large corporations with thou- 
sands of employees, as well as small 
businesses with only a dozen or two 
on their staffs report time savings 
up to 62%. Todd Payroll Systems 
are simple to install whether you 
pay by check or cash...whether you 
use mechanical equipment or not. 
No expensive machines to buy... 
no specially trained operators re- 
quired. Any clerk can prepare the 





2 


earnings record, employee’s check 
or statement and payroll sheet 
simultaneously, 

Read the evidence in the accom- 
panying column. Then mail the 
coupon or write for details. 





WHAT CUSTOMERS SAY: 


® “At present we have 145 em- 
ployees on our payroll and we 
estimate that with your System, 
we are saving at least 60% of the 
time formerly consumed in mak- 
ing up the payroll’ 
Solar Corporation, 
Milwaukee, Wisconsin 


®§ “We heartily recommend your 
system to any business that has a 
payroll that involves keeping 
accurate records for Social Secur- 
ity, Withholding Tax and other 
purposes. In these days in which 
time is an important element, 
your system is an asset to any 
payroll department.’ 


Hopkinsville Clothing Mfg. Co., 
Hopkinsville, Kentucky 














THE TODD CO., INC., Rochester 3, N.Y. 


Please give me the facts about Todd Payroll Sys- 
tems — without obligation, of course. 


Company 

































Address. 








City State. 
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Postwar Capital Equipment Needs Are 
Estimated for 24 Specific Fields 


If Americans were to meet all needs for new 
capital equipment in the fifteen-year period 
1946-1960, including replacement deferred be- 
fore and during the war, we shall have opportu- 
nities to make capital investments and outlays 
averaging about $28 billion per year. These 
capital needs, added to the postwar demand for 
consumer goods and services, would be more 
than enough to absorb our entire productive 
capacity and keep our economic system operat- 
ing at high levels. 

The capital estimates, in the form of pre- 
liminary figures being sent out to a number of 
experts in different fields for detailed checking, 
were made for the Twentieth Century Fund by 
Robert W. Hartley, assisted by Eleanor H. Wol- 
kind. These estimates make up one section of a 
forthcoming major survey of America’s needs 
and resources, which covers requirements for 
all types of goods and services, now being com- 
pleted under the direction of Dr. J. Frederic 
Dewhurst, the Fund’s Economist. 

In commenting on the preliminary esti- 
mates in the Hartley report on capital re- 
quirements, Evans Clark, Executive Director 
of the Fund, said: “Countless persons have 
spoken hopefully in general terms of high 
employment and high production in post- 
war America, but this is an attempt to make 
detailed estimates, based on past experience 
and factors of growth, of just what our capi- 
tal requirements might be. The estimates 
cover four major groupings that together 
usually account for about two-thirds of our 
total capital outlays. 

“Business depressions—with their result- 
ing unemployment—are the big problem we 
must lick. Repeatedly we have seen that a 
major factor in a general downswing is a 
lessening of money spent for capital equip- 
ment. Indeed, some pessimists have thought 
that our opportunities for spending on capi- 
tal equipment are growing less. These esti- 
mates, on the contrary, show very great 
future needs and opportunities for capital 
outlays. 

“This is the money spent for buildings, 
equipment, outdoor works and productive 
facilities of all kinds that make up this coun- 
try’s relatively permanent physical assets. 
These estimates give us some notion of the 
kind of expanding economy we may achieve 
if we have the courage to try. The figures 
offer a concrete approach to the oft-repeated 
goal of 57 to 60 million jobs in peacetime 
America.” 

Mr. Hartley’s estimates cover twenty-four 
specific fields in four major groupings. The 
sum of these fields amounts to an average of 
$18.7 billion annually of capital expenditures 
for the fifteen years 1946-1960. All estimates 
are stated in terms of 1940 price levels. 

“Since the fields covered by the Hartley 
estimates normally account for about two- 
thirds of our total capital outlays,” said Dr. 
J. Frederic Dewhurst, the Twentieth Cen- 
tury Fund’s Economist, “it is estimated that 
a $28 billion average expenditure would be 
needed for the economy as a whole. This, of 
course, assumes that capital outlays in some 
of the fields not included in the current 
estimates, such as agricultural machinery, 
mining and construction machinery, office 
equipment, and business motor vehicles, 
would maintain their past ratio to the groups 
estimated by Hartley. 

“These other fields are being studied for a 
more complete report that will be brought 
out in connection with our forthcoming 
major survey of America’s needs and re- 
sources. This will cover requirements for all 
types of goods and services. As director of 
the survey, I wish to emphasize the pre- 
liminary nature of Mr. Hartley’s present 


estimates. They are being sent out for check- 
ing by several experts in each of the twenty- 
four fields covered. Only when this very 
careful and detailed checking is completed, 
will Mr. Hartley and Mrs, Wolkind be able 
to revise and correct these estimates for pub- 
lication.” 

In this report Mr. Hartley says: ‘No at- 
tempt is made to indicate whether the funds 
for the estimated outlays would, or should, 
come from private or from public sources. 
Certain of the fields, for example highways, 
are traditionally public oueenaeics: 
others, such as railroads, are traditionally 
private undertakings; and still others, for 
example hospitals and educational facilities, 
have in the past been both private and pub- 
lic responsibilities.” 


URBAN REQUIREMENTS 


To show some of the opportunities our 
economic system might offer when operating 
at high levels, the report examines first some 
of our estimated requirements in the group- 
ing of urban development. 

The report considers first the new needs 
that will arise out of the simple increase in 
population—as more people are born, more 
housing, etc., is needed to shelter them. Next 
are considered the current replacement needs 
for facilities that wear out or are destroyed 
by fires, floods, and such. Then are considered 


accumulated deficiences, which include such 
things as our failure, during the war, to 
build enough new houses to take care of 
the normal increase in population; deferred 
replacement of old facilities that have served 
a useful life and should have been replaced 
before; and substandard conditions, such as 
the need for adding sewage treatment plants 
for sewerage systems to reduce stream pollu- 
tion and hazards to health. Finally, needs for 
related outlays are estimated—for example, 
a large urban housing program would fe. 
quire, at the same time, outlays for water 
supply and sewerage systems, city service 
streets, etc. 

Under this type of analysis, Mr. Hartley 
estimates our average annual requirements 
for nonfarm housing at $5,065 million, and 
says some of our other annual requirements 
will be: $863 million for school facilities; 
$344 million for hospital facilities; and $246 
million for sewerage systems. 

For the second grouping—the commercial 
and industrial field—needs for new factories, 
machinery, business buildings, electric power 
and telephone facilities, and the like are 
estimated. With the expected growth of our 
population and with our economic system 
operating at high levels of employment and 
production, it is estimated that we shall need 
to spend an average of nearly $31/ billion 
each year for factories and industrial facili- 
ties, as well as $1,477 million per year for 
electric power systems; and $680 million 
for commercial and business buildings in 
general. 

Transportation needs form the third 
grouping, and the estimates cover capital 
outlays for railroads, highways, waterways 


“MAXIMUM” AND “MINIMUM” PROGRAMS OF ESTIMATED CAPITAL OUTLAYS IN 
SELECTED FIELDS, 1946-1960 








Maximum Program 


Fields Selected 


Total 


Minimum Program 
Annual 
Average 


Annual 


Average Total 





(in millions) 


(in millions) 














I. URBAN DEVELOPMENT 
1. Nonfarm housing $75,973 $5,065 $29,133 $1,942 
2. Public water supply systems 3,945 263 718 48 
3. Sewerage systems 3,695 246 503 33 
4. Hospital facilities 5,164 344 712 47 
5. School facilities 12,935 863 2,864 191 
6. City service streets 5,390 359 2,100 140 
Subtotal, urban development 107,102 7,140 36,030 2,401 
II. COMMERCIAL & INDUSTRIAL 
1. Commercial building 10,200 680 8,400 560 
2. Industrial facilities 52,600 3,507 52,600 3,507 
3. Electric power systems 22,155 1,477 16,485 1,099 
4. Telephone facilities 6,357 424 1,272 85 
Subtotal, commercial & industrial 91,312 6,088 78,757 5,251 
III. TRANSPORTATION 
1. Railroads 16,100 1,073 —_ a 
2. Highways 333,118 2,208 — ae 
3. Waterways & port development 2,250 150 — ese 
4. Airport development 1,500 100 1,500 100 
5. Pipelines 535 36 40 3 
Subtotal, transportation 53,503 3,567 1,540 103 
IV. RURAL DEVELOPMENT 
1. Farm housing 5,760 384 — a 
2. Farm service buildings 4,205 280 — a 
3. Irrigation 1,657 11 77 5 
4. Drainage 1,194 79 79 5 
5. Clearing 3,100 207 90 6 
6. Soil erosion control 4,980 332 1,620 108 
7. Flood control 3,226 215 806 34 
8. Forest protection & development 1,895 126 515 34 
9. Recreational facilities 2,353 157 413 28 
Subtotal, rural development 28,370 1,891 3,600 240 
GRAND TOTAL $280,287 $18,686 $119,927 $7,995 
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and port development, airports and oil pipe- 
lines. Needs are based on volumes of antici- 
pated trafic and the wearing out of the 
facilities themselves. To these are added 
estimates based on “social responsibility”’— 
for example, the amount of development of 
highways for motorists and skyways for 
jane travelers that competent authorities 
would regard as feasible and desirable. On 
this basis, the following average needs are 
estimated: $2,208 million per year for high- 
ways; $1,073 million per year for railroads; 
$150 million for waterways and port de- 
velopment; $100 million for airport develop- 
ment; and $36 million for pipelines. 

In his fourth grouping, rural development, 
the same general pattern is followed of al- 
lowing for expected increases in population 
plus replacement of worn out facilities and 
a sound measure of improvement in rural 
standards. These estimates include average 
annual expenditures of $384 million for 
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farm housing; $215 million for flood con- 
trol; $111 million for irrigation; and $157 
million for recreational facilities. 

Along with this whole program of esti- 
mates of what outlays for capital equipment 
might be required if our economic system 
operates at high levels, the report includes 
a program of “minimum” estimates. This 
program covers capital outlays which would 
be necessary to take care of the growth in 
population, to replace capital goods actually 
worn out or used up and to provide for 
essential expansion of capital facilities that 
would accompany a high level of industrial 
activity. Even under this “minimum’’ pro- 
gram, it is estimated that an average annual 
expenditure of $8 billion would be needed 
for the twenty-four fields covered. 

Tables giving the complete estimates for 
the twenty-four fields under both the maxi- 
mum and the minimum program are shown 
on page 412. 


Averaging Income for 
Tax Purposes 


In the course of an article on “Averag- 
ing Income for Tax Purposes’ published 
in the January, 1945 issue of The Ac- 
counting Review, Roy Blough, director of 
the Division of Tax Research of the 
United States Treasury Department, de- 
velops a number of observations of inter- 
est in connection with this subject. 

“Although, of all averaging devices, 
outright averaging provides the most 
complete equalization of tax load between 
fluctuating and stable incomes,” Mr. 
Blough states, “it has lost rather than 
gained ground in the English-speaking 
countries whose tax systems have been ex- 
amined. After very long use and several 
teappraisals it was abandoned in Great 
Britain. After a shorter trial its use was 
minimized in Australia. It has not been 
adopted in Canada. The Wisconsin ex- 
petiment could hardly have been more 
ill-timed, as matters turned out, and may 
not indicate what would have been the 
result of a longer trial under more aus- 
picious circumstances. These experiences 
present a practical obstacle to the friends 
of averaging, but have not dismayed 
them. New methods of averaging have 
been developed that meet some of the 
objections to the moving average, and 
other improvements can no doubt be 
made. Nevertheless, the administration and 
compliance problems of even the most 
promising methods of averaging remain 
4 major impediment, especially with re- 
spect to the individual income tax, which 
is unfortunate since under the individual 
income tax the progressive rate-scale and 
the relative unimportance of losses make 
such partial devices as the loss carry-over 
largely ineffective. 

“For business income the spreading of 
losses through carrying of losses from 
years of loss to years of gain is the aver- 
aging device that has been preferred in 
these countries. The period for spreading 
losses in Great Britain is seven years, in- 


cluding in addition to the year of loss a 
one-year carry-back and a five-year carry- 
over. In the Commonwealth of Australia 
losses are spread over five years by means 
of a four-year carry-over. The recently 
proposed spread in the Dominion of Can- 
ada would be temporarily five years, in- 
cluding a one-year carry-back and a three- 
year carry-over. Under the two-year carry- 
back and the two-year carry-over in the 
United States the spread is likewise five 
years; it may be even longer under cer- 
tain circumstances. 

“In peacetime, countries other than our 
own have limited the carry-back to one 
year, if they allowed it at all, and the mis- 
givings about our own carry-backs are 
such as to raise a question as to their de- 
sirability for peacetime use. The new busi- 
ness cannot benefit from the carry-back, 
but would be benefited by a longer carry- 
over, especially in view of the- tendency 
of businesses to suffer losses in the early 
years. The dying or liquidating business 
cannot use the carry-over but would be 
benefited by the carry-back. For other 
businesses it is hard to forecast whether 
the carry-over or the carry-back would 
confer the greater benefit. However, the 
carry-over has the merit of permitting the 
closing of tax years without delay and of 
minimizing manipulation to secure the 
maximum benefit and avoid taxes. Under 
carty-overs, carry-backs, and actual aver- 
aging, the problems of predecessor and 
successor corporations and corporate ac- 
quisitions to reduce tax are present and 
must be met, even though arbitrarily. 

‘Fluctuations of business incomes are 
sometimes classified roughly into the sea- 
sonal and the cyclical. To these are added 
the life cycle of the business unit. The 
annual income-period averages out the 
seasonal fluctuations. Few who favor aver- 
aging devices would cover the whole life 
period of the busines firm although, un- 
happily, for many businesses no long pe- 
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riod would be involved. Cyclical move- 
ments are of various lengths. The two- 
year carry-over of the prewar Federal law 
would be sufficient for the shorter cycles, 
but is too short for the longer and more 
important cycles and, accordingly, too 
short to meet a substantial part of the 
problem. 

“If an averaging device such as the 
carry-over is to serve its functions of in- 
creasing tax equity and encouraging busi- 
ness investment and expansion, it must be 
adopted as firm policy to be retained in 
good times and bad. It would be worse to 
adopt a long carry-over, or other longer- 
term averaging device, and thereafter to 
abandon it when loss periods were ex- 
perienced than to delay lengthening the 
period until there was a general under- 
standing and resolution to retain the de- 
vice as a continuing element in the tax 
system. 

“I am sure you would like me to tell 
you what is going to happen to the war- 
time carry-backs and to averaging devices 
for the postwar tax revisions. I would 
like to tell you. I wish I knew. But tax 
revision is a matter for Congressional 
action. As you no doubt have learned, 
the Congressional Joint Committee on In- 
ternal Revenue Taxation instructed its 
staff and requested the Treasury staff to 
work together as a unit on the problem 
of tax adjustments for the transition and 
postwar periods. The studies being car- 
ried on have not yet reached the point of 
a report to the Joint Committee. So it 
would be inappropriate for me to go into 
the part which averaging devices might 
play in a postwar tax program. The mat- 
ter is being given careful study along with 
other aspects of the postwar tax problem, 
and any suggestions which any of you 
may care to make on this question or any 
other involved in the study will be most 
welcome and will be carefully considered. 

“Suggestions have already been made 
by a number of groups. Several plans pro- 
vide long periods of carry-over of losses. 
One or two would introduce averaging 
for some or all types of income, notably 
for capital gains. This evidence of interest 
in the averaging problem is significant, 
becauSe in the many tax revisions and the 
great amount of tax study that has been 
carried on in the United States over the 
years, relatively little time and thought 
have been devoted to methods of over- 
coming the disadvantages for tax purposes 
of the annual accounting year. Yet the 
potential importance of such methods in 
terms of equity and sound economic ef- 
fects is so great that much more attention 
to them is justified for the future than has 
been given to them in the past. It may 
well be that a good average device apply- 
ing over an adequate period of years 
would be worth quite a few percentage 
points in the tax rate-scale in furthering 
the realization of our tax and economic 
objectives in the postwar world.” 














What a 


BUSINESS! 


No employees, time cards, job 
tickets... No hourly charges, costs to 
distribute, overhead, social security, 
workmen’s compensation, insurance, 
union checkoff, reserves .. . No job 
deferments, priorities, renegotiation, 
tax claims... No depreciation, fixed 
charges, interest on investment—the 
rake and lawnmower belong toDad... 
No statements, records, bookkeeping 
...Gross and net are 100%—and 
sure. The partners share the profits, 
promptly put them into model planes, 
war stamps, ice cream cones, marbles, 
movie tickets, chocolate caramels—no 
reconversion or scrap problems!.. . 
What a business indeed! 

These entrepreneurs can do a job 
and call it a day, go home with clear 
consciences and easy mind. But their 


Gi THE McBEE 





The Controller, August, 1945 






elders in business have to have facts— 
frequent, accurate and accessible—on 
which*to base operations. 


McBee can help make business 
simpler, with records and procedures 
that bring facts fast and accurately, 
fix them securely, make them easily 
accessible... For better methods of 
managing business figures and facts, 
put your problems up toa McBee man. 


COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Ave., New York 17, N.Y... Offices in principal cities 





Pamphlet Outlines Service Men’s 
Return to Civilian Status 


To help returning service men, whether 
able-bodied or handicapped, to pick up the 
threads of their civilian lives with the least 
possible confusion, the Public Affairs Com. 
mittee of New York recently published the 
Veteran's Guide, a 32-page, illustrated pam. 
phlet prepared by Dallas Johnson. 

This timely handbook addresses itself to the 
problems facing our ex-service men and women 
from the very day they receive their discharge 
papers and their five-cents-a-mile travel al. 
lowance; it is a sequel to Dallas Johnson's 
pamphlet Facts and Tips for Service Men and 
Women, which dealt with rights and privileges 
while in service and which was issued by the 
Committee last year. 

In the Veteran’s Guide, ex-service men and 
women are told not only what their legal 
rights are, but how to make the most of them, 
how to avoid red tape, and where to go for 
further help with their individual problems. 

The pamphlet tells the veteran how to go 
about getting a former job back, where to look 
for a new one, and how to determine the kind 
of job he is best fitted for. Preference for 
veterans in Civil Service appointments is ex- 
plained; and there is an analysis of the 
chances for getting good wages and for keep- 
ing a job, once it has been found. 

The veteran is told how much money he can 
expect upon discharge; what unemployment al- 
lowances he will receive should he be unable 
to find a job; and how his family will fare 
financially if something should happen to him. 

The pros and cons of buying a house, and 
the problems involved in getting a farm or go- 
ing into business are also explored, giving 
answers to questions like these: When is a 
good time to build or buy a house? What kind 
of loans are most advantageous? . . . . How 
much good farming land is available to veter- 
ans, and where? What are the chances for 
making farming pay? .... What does a 
veteran need to know in order to start “‘a little 
business of his own?’ Why is the problem of 
staying in business more important than Start- 
ing? 

Those who want to continue their education 
where they left off before the war or who want 
to secure additional instruction, those who 
want to learn a new trade, and those who need 
training to overcome war-inflicted handicaps 
will find their questions answered in a sec- 
tion entitled “Your Education After the War.” 

The “rights and benefits” of the merchant 
seamen are outlined in a section called “If 
You Are in the Merchant Marine.” 

All the facts in this guide for the men and 
women who are leaving the services have been 
checked for accuracy with the government and 
the private agencies concerned. 

Veteran’s Guide, by Dallas Johnson, is 
Pamphlet No. 102 in the series of popular, 
factual, ten-cent pamphlets issued by the Pub- 
lic Affairs Committee, Inc., a nonprofit, edu- 
cational organization at 30 Rockefeller Plaza, 
New York 20, N. Y. (Fact and Tips for Serv- 
ice Men and Women is Pamphelt No. 92 in the 
same series.) 


Booklet Discusses Postwar 
Business Financing 


“Financing Postwar Business” is the title of 
a special pamphlet containing an address pfe- 
sented before the finance conference of the 
American Management Association, in New 
York on January 31, 1945, by Mr. Hugh H. 
McGee, Vice-President of Bankers Trust Com- 
pany, New York. Mr. McGee, in the course of 
his observations, brings out the importance 0 
wise selection of banking relationships, the 
various types of war production loans, the 
recently developed bank credit groups spom 
sored by Bankers, among other matters. 
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WHEREVER YOU GO 
YOU SEE 
BURROUGHS MACHINES 


IN COUNSEL 
IN SERVICE 


IN MACHINES 





Businessmen want a quality product, built with 


precision to operate with precision, and 
designed for long, dependable service. They 
know the importance of being able to select 
freely from a complete line of machines. They 
want to be sure of having dependable, efficient 
maintenance service. They place importance on 
the technical help that can be given them in 


planning installations and applications. 


Businessmen might buy Burroughs for any one 
of these reasons. Actually, they buy Burroughs 
for a/l of these reasons. For Burroughs leads on 
all counts—finer products... the most complete 
line of machines ... the leading service organi- 
zation... experienced counsel. No wonder that 
in big business and small... wherever you go 


.-. you see Burroughs machines. 


BURROUGHS ADDING MACHINE CO., DETROIT 32, MICHIGAN 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES * NATIONWIDE MAINTENANCE SERVICE * BUSINESS MACHINE SUPPLIES 














Officers and Directors Elected by 
Controls for 1945-1946 


Officers of Controls Are Also Members of Boards of Directors 


Atlanta Control 

President, Mr. HERMAN Boozer, Georgia 
Power Company. 

Vice-President, Mr. C. A. LitTLE, Scripto 
Manufacturing Company. 

Secretary-Treasurer, Mr. E. S. WoORTHING- 
TON, Wofford Oil Company. 

Directors, MESSRS. ROWLAND Bryce, Georgia 
Marble Company; B. P. Izarp, Southern Bell 
Telephone & Telegraph Company; L. H. VAN 
Riper, National Manufacture and Stores Cor- 
poration; N. RICHARD VELLEMAN, Davison- 
Paxon Company. 


Baltimore Control 

President, Mr. JosEPH U. DiEHL, Pennsyl- 
vania Water and Power Company. 

Vice-President, Mr. CHARLES W. BuRTON, 
Jr., Anchor Post Fence Company. 

Secretary-Treasurer, Mr. F. E. REUWER, 
U. T. Cowan Inc. (Elected June 13, 1945— 
Died July 6, 1945—new election to be held.) 

Directors, Messrs. BROOKE E. Furr, Mc- 
Cormick and Company, Inc.; FRANK C. V. 
Hor.eBEIN, U. S. Printing & Lithograph Com- 
pany; MarsHALL C. Roop, Davison Chemical 
Corporation; Cart D. Simpson, Farm Credit 
Administration; JOHN E. TELLMAN, Koppers 
Company, Bartlett Hayward Division. 


Birmingham Control 
President, Mr. JOHN PuGsLEy, Tennessee 
Coal, Iron and Railroad Company. 
Vice-President, Mr. RAYMOND BEENY, Ala- 
bama Gas Company. 
Secretary-Treasurer, Mr. J. B. POLLARD, The 
Ingalls Iron Works & Subsidiaries. 
Directors, Messrs. H. GorDON CALDER, 
Southern Natural Gas Company; JOHN W. 
CRAWFORD, DeBardeleben Coal Corporation. 


Boston Control 

President, Mr. THoMaAS A. DuNBAR, Boston 
Elevated Railway Company. 

First Vice-President, Mr. STUART D. Mac- 
LAREN, Heywood-Wakefield Company. 

Second Vice-President, Mr. RICHARD N. 
RicBy, Gillette Safety Razor Company. 

Secretary, ALVIN F. LUNDBERG, United Carr 
Fastener Company. 

Treasurer, ROBERT N. WALLIS, Dennison 
Manufacturing Company. 

Directors, Messrs. DwIGHT B. BILLIns, Pa- 
cific Mills; Victor A. Davis, Graton & Knight 
Company; SACKET R. DurYEE, Wyman-Gor- 
don Company; WiLFreD L. LARKIN, Boston 
Woven Hose & Rubber Company; FREDERICK 
L. PaTTon, Cambridge Rubber Company; 
ERLTON B. Pomeroy, Everlastik, Inc.; Nor- 
MAN B. WHITTIER, Eastern Corporation. 


Bridgeport Control 

President, Mr. GEORGE H. MASLEN, Ameri- 
can Chain & Cable Company. 

Vice-President, Mr. Epwarp A. WALL, 
Winchester Repeating Arms Company. 

Secretary-Treasurer, Mr. SAMUEL BOOTH, 
The Bryant Electric Company. 

Directors, Messrs. WALTER Betz, Conti- 


nental Can Company; FRANK BIGELOW, Malle- 
able Iron Fittings Company; ARTHUR CLIF- 
FORD, The A. W. Burritt Company; J. T. 
FOERTH, The Bassick Company; E. T. Hype, 
Winchester Repeating Arms Company; W. J. 
JACQUETTE; ARLO WILSON, The Society of 
Naval Architects and Marine Engineers. 





Buffalo Control 

President, Mr. L. CLAYTON VALLIER, Buf- 
falo Foundry & Machine Company. 

Vice-President, Mr. ARTHUR P. WeEsp, Hens 
& Kelly, Inc. 

Secretary, Mr. FRANK R. VANPETTEN, 
Houde Engineering Div. of Houdaille-Hershey 
Corporation. 

Treasurer, Mr. HERBERT W. SODERBERG, In- 
ternational Railway Company. 

Directors, Messrs. PHILIP DONHAM, Electro 
Refractories & Alloys Corporation; AuGust G. 
HASELBAUER, Marine Trust Company of Buf- 
falo; RAYMOND A. Laus, George Laub’s Sons. 


Chattanooga Control 


President, Mr. WARREN A. JEFFORDS, Amer- 
ican Lava Corporation. 

Vice-President, Mr. Marion W. Morris, 
E-Z Mills, Inc. 

Secretary-Treasurer, Mr. CORNELIUS BOLEN, 
Converse Bridge & Steel Company. 

Directors, MrEssrs. SHANNON M. GAMBLE, 
Standard-Coosa-Thatcher Company; KEITH J. 
Harris, Ross-Meehan Foundries. 


Chicago Control 

President, Mr. RAYMOND A. PascoE, Whit- 
ing Corporation. . 

Vice-President, Mr. THOMAS W. BRYANT, 
Wilson & Co., Inc. 

Secretary, Mr. JosEPH B. LANTERMAN, 
American Steel Foundries. 

Treasurer, Mr. GRANT E. CHESSMAN, Elgin, 
Joliet & Eastern Railway Company. 

Directors, Messrs. O. W. AHL, Hibbard, 
Spencer, Bartlett & Company; JOHN D. AN- 
DERSEN, Marshall Field & Company; ROBERT 
D. CAMPBELL, Horder’s Incorporated; THOMAS 
P. Carvey, Reliance Manufacturing Company; 
WaLTER H. EcKHARDT, Household Finance 
Corporation; WILLIAM D. Epwarps, A. B. 
Dick Company; WALTER H. HALLERBERG, 
Master Specialties Company; CHARLES C. 
Looney, Harris Trust & Savings Bank; 
GLENN E. Moore, Automatic Canteen Com- 
pany of America; GorDON B. ROCKAFELLOw, 
Great Lakes Carbon Corporation; Frep P. 
SLIVON, Libby, McNeil & Libby; GrorcE B. 
WHITFIELD, Quaker Oats Company. 


Cincinnati Control 

President, Mr. Maurice T. LinpQuist, Kro- 
ger Grocery & Baking Company. 

Vice-President, Mr. FRANK L. UHLING, Vic- 
tor Electric Products, Inc. 

Secretary, Mr. DONALD F. WALKER, The 
Hilton-Davis Chemical Company. 

Treasurer, Mr. C. K. McCrackEN, The 
Procter & Gamble Company. 

Directors, Messrs. LisLE W. ADKINS, The 
Crosley Corporation; Mr. Louis O. KIgEH- 
BORTH, The Black-Clawson Company; RALPH 
W. MILLER, The K-D Lamp Company; Mr. 
P. A. WuitE, General Machinery Corporation. 


Cleveland Control 

President, Mr. E. A. SEFFING, The Oliver 
Corporation. 

Vice-President, Mr. GEorGE A. Cuppy, The 
Di-Noc Manufacturing Company. 

Secretary, Mr. JAMES P. CARPENTER, The 
Cleveland Union Stock Yards Company. 

Assistant Secretary, Mr. W. C. MILter, In- 
dustrial Rayon Corporation. 

Directors, MEssrs. JOHN W. Dixon, The 
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Cleveland Graphite Bronze Company; Haug 
J. ENsiGN, Willard Storage Battery Company; 
Morris W. Fietp, American Steel & Wire 
Corporation; GEORGE L. Horst, Central Grey. 
hound Lines, Inc.; Ep>warp S. REppIG, White 
Motor Company; PHitip W. Scort, The Bry- 
ant Heater Company; D. F. ZEHRUNG, Na- 
tional Screw & Manufacturing Company. 


Dallas Control 


President, Mr. F. P. MArsu, Southwestern 
Drug Corporation. 

First Vice-President, Mr. E. Crype Sry- 
MOUR, Magnolia Petroleum Company. 

Second Vice-President, E> C. Hanns, Ben 
E. Keith Company. 

Secretary-Treasurer, A. D. Harper, South- 
western Life Insurance Company. 

Directors, Messrs. J. A. Goopson, Hunt 
Oil Company; HENRy S. KoeEpckE; Lay- 
RENCE G. WILLIAMS, Trinity Portland Cement 
Company. 


Dayton Control 

President, Mr. ROLLAND F. WHISLER, 
Sheffield Corporation. 

Vice-President, Mr. L. P. DaBrowsk1, Mc- 
Call Corporation. 

Secretary-Treasurer, Mr. L. J. Erte, Stand- 
ard Register Company. 

Directors, MeEssrs. RICHARD H. B. ADAMS, 
The City Railway Company; E. I. Geruarp, 
The Leland Electric Company; R. E. Hoer- 
FLIN, The Waco Aircraft Company; G. R. 
LOHNES, The National Cash Register Com- 
pany; JosEPH A. MCKENNEY, JRr., The Amer- 
ican Envelope Company. 


Detroit Control 


President, Mr. K. B. Coates, Great Lakes 
Steel Corporation. 

Vice-President, Mr. V. D. HANNA, Wol- 
verine Tube Company. 

Secretary-Treasurer, Mr. 

R. L. Polk & Company. 

Directors, Messrs. H. G. Bixsy, Cell-O0 
Aircraft & Tool Corporation; F. A. Buchda, 
Eaton Manufacturing Company; O. J. Gur- 
WELL, Thompson Products, Inc.; ALFRED I. 
HAWKINS, The Timken-Detroit Axle Com- 
pany; A. F. Liska, Burroughs Adding Ma- 
chine Company; G. W. ScHwarz, Wyandotte 
Chemicals Corporation; G. W. Troost, Chrys- 
ler Corporation. 


ALVIN Kropr, 


District of Columbia Control 

President, Mr. RAYMOND G. Marx, Riggs 
National Bank. 

Vice-President, Mr. J. EDwARD HEBERLE, 
Capital Transit Company. 

Secretary, Mr. REYNOLD A. LEE, Julius Gat- 
finckel and Company. 

Treasurer, Mr. HENRY W. HERzoc, George 
Washington University. 

Directors, Messrs. H. RANDOLPH BARBEE, 
Federal Storage Company; WALTER L. BRAUER, 
United States News; P. L. HockMAN, O'Sul- 
livan Rubber Company; Rospert D. MAR 
SHALL, Terminal Refrigerating & Warehous- 
ing Corporation. 


Hartford Control 
President, Mr. Francis L. DaBney, Lat 
ders, Frary & Clark. 
First Vice-President, Mr. Henry D. Fow- 
LER, The Fuller Brush Company. 
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Second Vice-President, Mr. THEODORE L. 
Champeau, Hartford-Empire Company. 

Secretary, MR.” EUGENE P. BorKOWSKI, 
North & Judd Manufacturing Company. 

Treasurer, MR. JOHN E. ELLtswortu, The 
Ensign-Bickford Company. 

Directors, Messrs. LEE R. ABERCROMBIE, 
Hartford Accident & Indemnity Company; 
WaLTER A. BARNHART, The Cuno Engineer- 
ing Corporation; Harry F. BurcGess, Union 
Hardware Company; Lrsitie T. Goopricn, 
Colt’s Patent Fire Arms Manufacturing Com- 
pany; THOMAS A. INCH, The Arrow-Hart and 
Hegeman Electric Company;' ELMER G. E. 
Jonnson, The American Hardware Corpora- 
tion; ERNEST J. MEUTEN, Pratt & Whitney 
Div. of Niles-Bement-Pond Company. 


Houston Control 

President, Mr. J. R. Mutvey, Humble Oil 
& Refining Company. 

First Vice-President, Mr. W. D. WINSTON, 
Lufkin Foundry & Machinery Company. 

Second Vice-President, Mr. E. C. BREED- 
ING, The Texas Company. 

Secretary-Treasurer, Mr. W. V. VAUGHN, 
Henke & Pilot, Inc. 

Directors, Messrs. Harry B. DRENNAN, 
The Superior Oil Company; S. G. Loy, Hum- 
ble Pipe Line Company; E. H. MUELLER, 
Shell Pipe Line Company; W. M. PapGETT, 
Pan American Pipe Line Company; U. D. 
PorTER, Levy Bros. Dry Goods Company; 
D. W. THompson, Angelina County Lumber 
Company; L. V. TRACHT, United Gas Corpo- 
ration. 

Indianapolis Control 

President, Mr. O. J. Norris, Ross Gear & 
Tool Company. 

Vice-President, BERNARD C. SCHAEFER, Ad- 
vance Paint Company. 

Secretary, J. Kurt Maurpt, The Indiana 
National Bank. 

Treasurer, MR. JOSEPH FiorELLA, Indian- 
apolis Railways, Inc. 

Directors, MESSRS. JOHN D. CLouseE, Wal- 
ter Bledsoe & Company; Epwarp J. Down, 
Schwitzer-Cummins Company; Ottis T. Fitz- 
WATER, Indianapolis Power & Light Company; 
Cuartes R. KEocH, American National Bank 
at Indianapolis; JOHN H. NAGLE, Muehlhausen 
Svring Corporation; HAROLD E. WELLS, Grain 
Dealers National Mutual Fire Insurance Com- 
pany; HERBERT H. WINKLER, Haag Drug 
Company, Inc. 


Kansas City Control 

President, Mr. Harry E. MALMFELDT, 
Price Candy Company. 

Vice-President, Mr. ROBERT S. Coons, In- 
tetstate Bakeries Corporation. 

Secretary, Mr. Morris A. Cox, William 
Volker and Company. 

Treasurer, Mr. J. A. SECK, Great Western 
Paint Manufacturing Corporation. 

Directors, Messrs. LERoy JOHN, Kansas 
City Wholesale Grocery Company; ROBERT A. 
KROENERT, Great Lakes Pipe Line Company; 
SELDEN L. STEBBINS, Employers Reinsurance 
Company; RoBERT G. WARING, Butler Manu- 
facturing Company. 


Los Angeles Control 

President, MR. ROBERT E. KING, Los An- 
geles Turf Club, Inc. 

First Vice-President, Mr. Duptey E. 
BrowNE, Lockheed Aircraft Corporation. 

Second Vice-President, Mr. ROLLIN E. EcKE, 
Farmers Automobile Inter-Insurance Exchange. 

Secretary-Treasurer, Mr. DwicHt A. Moore, 
Los Angeles Turf Club, Inc. 

Directors, Messrs. FRED H. BRowN, Macco 
Construction Company; ROGER W. LEASON, 
Emsco Derrick & Equipment Company; Louis 
4. WittiFoRD, Macmillan Petroleum Corpora- 


Louisville Control 


President, Mr. HERBERT O. HINcKs, Frank- 
ort Distilleries, Inc. 
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there’s no guessing with 
the PRINTING Calculator! 





Whether it’s a building or a business, the 
Printing Calculator figures it right for you 
the first time. There’s no guessing! 


It prevents errors and saves time by simul- 
taneously working, printing and proving 
your problems—as shown by the simple 
figures on the tape. 





It is the ONLY machine that: 75000 
Divides automatically and prints eae 7 6- 
Multiplies and prints ; " aS a 4 





Subtracts and prints 
Adds and prints 






SUuUY, KEEP 
WAR BONDS 
Etics 






It replaces the ordinary adding machine 
that won’t calculate, and the ordinary cal- 
culator that can’t print. 

















The Printing Calculator aids business 
men everywhere in handling statistics, 
payrolls, prorating, billing, and all other 
figure work. 


Let it aid YOU. Phone your nearest 
Remington Rand office zow, or write us 
at Buffalo 5, N. Y., for the free explana- 
tory booklet TOPS. 
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Vice-President, Mr. WILLIAM R. CREAL, 
Turner Day & Woolworth Handle Company. 

Secretary, Mr. WILLIAM B. HarrELL, Louis- 
ville Tin & Stove Company. 

Treasurer, Mr. JAMES R. ARTHUR, Tobacco 
By-Products & Chemical Corporation. 

Directors, Messrs. ARTHUR W. HuFF, B. F. 
Avery & Sons, Inc.; JOHN R. SANDERLIN, 
Brown-Forman Distillers Corporation; BEN R. 
SHAVER, American Air Filter Company, Inc. 


Milwaukee Control 
President, Mr. CLARENCE 
First Wisconsin National Bank. 
Vice-President, Mr. ALFRED F. KESSLER, 
Chain Belt Company. 
Secretary-Treasurer, Mr. Lester M. La- 
PorTE, Wisconsin Electric Power Company. 
Directors, MrEssrs. RAYMOND L, BISCHOFF, 
Kearney & Trecker Corporation; CHESTER W. 
Foster, Nordberg Manufacturing Company; 
N. A. McGratH, Bucyrus-Erie Company; 
ALEx F. NortuH, Allen-Bradley Company. 


LICHTFELDT, 


New Orleans Control 
New Orleans Control officers and directors 
had not been elected at the time this issue 
went to press. They will be announced in a 
forthcoming issue. 


New York City Control 

President, Mr. M. J. BOEDEKER, 
Manville Corporation. 

First Vice-President, Mr. WILLIAM J. War- 
DELL, American Can Company. 

Second Vice-President, Mr. WILLIAM WIp- 
MAYER, Guaranty Trust Company of New 
York. 

Secretary, Mr. THEODORE F. GLOISTEN, The 
American Home Magazine Corporation. 

Treasurer, Mr. ARTHUR L. BoscHEN, Vick 
Chemical Company. 

Directors, MEssrs. NEVILLE R. ASHCROFT, 
Scott & Bowne; R. C. CASSELBERRY, General 
Aniline & Film Corporation; E. A. CLANcy, 
New York Central System; NicHoLas P. Dus- 
SINGER, General Baking Company; LESTER 
W. Fietp, Wilcox & Gibbs Sewing Machine 
Company; JOHN D. Grayson, Hazeltine Elec- 
tronics Corporation; NELSON T. HAMPSON, 
Lowe Paper Company; ARTHUR C. HARRAGIN, 
Lone Star Cement Corporation; WILLIAM A. 
JACKSON, Standard Oil Company of New Jer- 
sey; LyLE M. Prouse, Sperry Gyroscope Com- 
pany, Inc.; KENNETH C. RICHMOND, Abraham 
& Straus, Inc.; BERNARD S. RopgEy, Jr., Con- 
solidated Edison Company of New York; J. E. 
SAVACOOL, Mack Trucks, Inc.; ARTHUR SuR- 
KAMP, United States Rubber Company ; GEORGE 
O. Swezey, Nestle’s Milk Products, Inc. 


Johns- 


Philadelphia Control 

President, Mr. J. W. St. Crair, Hajoca 
Corporation. 

Vice-President, Mr. J. NORVELLE WALKER, 
Royal Oil & Gas Corporation. 

Secretary, Mr. CHARLES L. JoNEs, Alan 
Wood Steel Company. 

Treasurer, Mr. THOMAS S. LEVER, JrR., Phil- 
adelphia Gas Works Co. 

Directors, Messrs. HoLpEN V. ARNAIZ, 
Hutchinson, Rivinus & Co.; JOHN T. Dever, 
Villanova College; RopErT G. DUNLOP, Sun 
Oil Company; Epwarp L. Fortin, Selas Cor- 
poration of America; Howarp L. GrBson, 
Gibson Institute; F. A. GREENWOOD, Inter- 
state Hosiery Mills, Inc.; Wittarp D. Hott, 
Provident Mutual Life Insurance Company; 
C. R. MAcFarLanp, The Schlichter Jute Cord- 
age Company; ALEXANDER MACcGILLIvray, 
Radio Corporation of America; RoBEertT G. 
RAUSCHER, Warner Company; CHARLES H. 
YARDLEY, The Penn Mutual Life Insurance 
Company. 

Pittsburgh Control 

President, Mr. M. L. JarBoer, 
Alkali Company. 

Vice-President, Mr. J. V. Bowserr, The 
Westinghouse Air Brake Company. 


Diamond 
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Secretary, R. C. MARKLE, United States Steel 
Corporation of Delaware. 

Treasurer, Mr. W. E. SCHEIBLER, The Union 
Trust Company of Pittsburgh. 

Directors, Mrssrs. JOHN L. Aucu, Pitts- 
burgh Coal Company; WILLIAM F. Carey, 
Edgewater Steel Company; J. HERBERT CAaR- 
SON, Pittsburgh Steel Company; WALTER H. 
Dupka, Jones & Laughlin Steel Corporation; 
CurrForRD A. Hutt, Dravo Corporation; 
GEORGE W. ROONEY, United States Steel Cor- 
poration; PauL E. SHrRoaps, National Steel 
Corporation; R. E. SMITH, JR., Mesta Machine 
Company; L. E. UHricH, Oliver Iron & Steel 
Corporation. 

Portland Control 


President, Mr. E. E. ULtrey, Willamette 
Iron and Steel Corporation. 

Vice-President, Mr. FRANK A. ROSTEDT, 
Willamette Hyster Company. 

Secretary-Treasurer, Mr. PAuL BOUTCHER, 
M & M Wood Working Company. 

Directors, MrEssrs. RAYMOND E. BRENNAN, 
Pacific-Atlantic Steamship Company; M. D. 
FieLD, The California Oregon Power Com- 
pany; D. L. Mar ett, Booneville Power Ad- 
ministration; HuGH J. WALKER, The United 
States National Bank of Portland. 





Technical Studies Planned 


The Committee on Technical Informa- 
tion and Research of The Institute has 
compiled a list of nine subjects concern- 
ing which it proposes to conduct in- 
quiries. The list will be announced as 
soon as a selection of three subjects for 
early treatment has been made. Results 
of the inquiries will be published in 
“The Controller.’ The current chairman 
of the committee is Mr. Herbert P. 
Buetow, controller of Minnesota Min- 
ing & Manufacturing Company, St. 








Paul, Minnesota. | 





Quad-Cities Control 

President, Mr. STUART B. MILLER, French 
& Hecht, Inc. 

Vice-President, Mr. C. P. VANDyYKE, Iowa- 
Illinois Gas & Electric Company. 

Secretary, Mr. WALTER VAUGHN, Central 
Broadcasting Company. 

Treasurer, Mr. E. H. KETELSEN, Davenport 
Bank & Trust Company. 

Directors, Mr. E. B. Oyass, Curtis Com- 
panies; and Officers listed above. LLoyp KEN- 
NEDY, Deere & Co.; H. R. LANGE, Cutter Lab- 
oratories. 

Rochester Control 

President, Mr. G. D. McCaturon, E. E. 
Fairchild Corporation. 

First Vice-President, Mr. W. Leroy Jor- 
DAN, General Motors Corporation. 
Second Vice-President, Mr. 

KuHns, The Haloid Company. 

Secretary, Mr. HERBERT L. ECKHARDT, The 
Pfaudler Company. 

Treasurer, Mr. B. J. Bartz, Ritter Dental 
Manufacturing Company. 

Directors, MEssrs. ROBERT’ W. CLARK, Rich- 
ardson Corporation; DoNALp E. DAMoND, 
Brewster, Gordon & Company; WiLBurR W. 
HETZEL, Stromberg-Carlson Telephone Manu- 
facturing Company; WiLtiAM C. Hussey, 
Levy Bros. & Adler Rochester, Inc.; HAROLD 
A. KetcHuM, F. A. Smith Manufacturing 
Company; LEONARD R. Moore, Defender 
Photo Supply Company, Inc. 


HAROLD  S. 


St. Louis Control 

President, Mr. A. H. SCHETTLER, Union 
Electric Company. 

First Vice-President, Mr. RoBERT O. Mon- 
NIG, International Shoe Company. 

Second Vice-President, Mr. CLARENCE V. 
Burns, American Zinc, Lead and Smelting 
Company. 

Secretary-Treasurer, Mr. JOSEPH C. HUEHN, 
National Bearing Metals Corporation. 











Directors, MESSRS. WILLIAM AITKEN, Fal. 
staff Brewing Corporation; E. J. Cunnine. 
HAM, Monsanto Chemical Company; J. R 
Forp, Alton & Southern Railroad; Joun R 
LYMAN, Fouke Fur Company; W. L: Meyer. 
Gaylord Container Corporation; LAURENCE A 
SMITH, McDonnell Aircraft Corporation, 


San Francisco Control 

President, Mr. FRANK TEASDEL, Key Sys- 
tem. 

Vice-President, Mr. Guy P. Jones, Cop. 
solidated Chemical Industries, Inc. 

Secretary, Mr. W. T. WERSCHKULL, The 
San Francisco Bank. 

Treasurer, Mr. BRUCE FLICK, Pacific Port. 
land Cement Company. 

Directors, Messrs. S. W. CAMPBELL, Pa- 
cific Telephone & Telegraph Company; Ww, 
HERBERT Carr, California Packing Corpora. 
tion; GEorGE W. Fay, Wheem Manufacturing 
Company; J. W. Watson, Shell Union Ojl 
Company, Inc. 


Seattle Control 


President, Mr. R. P. STEEN, Seattle Trust & 
Savings Bank. 

First Vice-President, J. H. CLAWSON, Puget 
Sound Power & Light Company. 

Second Vice-President, MR. F. R. ATCHESON, 
Frederick & Nelson. 

Secretary-Treasurer, Mr. GREGORY S. Mor- 
ris, Associated Shipbuilders. 

Directors, Messrs. HARRY Drew, Washing- 
ton Motor Coach Company; THEODORE Herz, 
Allen R. Smart Company; C. S. Mason, Pa- 
cific Telephone & Telegraph Company; VERNE 
H.. MITCHELL, Stetson-Ross Machine Com- 
pany; DwiGHT Orr, Weyerhaeuser Timber Co. 


Springfield Control 

President, Mr. ALFRED W. Lona, Shawini- 
gan Resins Corporation. 

Vice-President, Mr. Carrott A. DOLAN, 
Pro-phy-lac-tic Brush Company. 

Secretary-Treasurer, Mr. JOSEPH A. CHAD- 
BOURNE, Old Colony Envelope Company. 

Directors, Messrs. GEORGE MAcDoNALD, 
Gilbert & Barker Manufacturing Company; 
Jackson R. Holden, American Bosch Corpora- 
tion. 


Syracuse Control 


President, Mr. ARNOLD E. WoonrTon, New 
Process Gear Corporation. 

First Vice-President, Mr. FRANCIS E. Doo- 
NAN, Hall & McChesney, Inc. 

Second Vice-President, Mr. PAut B. Mur- 
PHY, Central New York Power Corporation. 

Secretary-Treasurer, Mr. JOHN H. BAKER, 
Carrier Corporation. 

Directors, MEssRS. JOSEPH W. Crossy, Will 
& Baumer Candle Company, Inc.,; Frep F. 
Hoyt, Carrier Corporation; JoHN S. O66, 
Lipe Railway Corporation; GEORGE E. VAN- 
Dyke, Syracuse University; Francis D. 
WEEKS, Lamson Corporation; Epwarp J. 
WHALEN, Smith-Lee Company, Inc.; JOHN A. 
WiLiiaMs, Niagara. Hudson Power Corpora- 
tion. 


Toledo Control 

President, Mr. WiLt1aM F. Wess, Texti- 
leather Corporation. 

Vice-President, Mr. JAMES B. FENNER, 
Electric Auto-Lite Company. 

Secretary-Treasurer, Mr. EUGENE P. HEILES, 
Surface Combustion Corporation. 

Directors, Messrs. JOSEPH V. Britt, Unit: 
cast Corporation; C. O. Dawson, Owens-Illi- 
nois Glass Corporation; L. L. Hawk, The 
Aro Equipment Corporation; G. W. LIsHAWA, 
Master Tire & Rubber Corporation; P. £. 
Roper, The Landers Corporation; E. L. STEW- 
ART, Sandusky Foundry & Machinery Com- 
pany; F. K. ZIMMERMAN, Lynch Manufac- 
turing Corporation. 


Twin Cities Control 
President, Mr. E. G. Kexertr, Northern 
States Power Company. 
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First Vice-President, Mr. P. H. WERNICKE, 
4 Minneapolis Honeywell Regulator Company. 
R. Second Vice-President, R. H. Dok, The Em- 
R porium of St. Paul, Inc. 

Secretary-T reasurer, Mr. A. E. AHLBERG, 
A North Western-Hanna Fuel Company. 

Directors, Messrs. H. J. ANDERSON; C. J. 
BoEMER, Weyerhaeuser Sales Company; M. B. 
House, Northwest Airlines, Inc.; F. E. KING, 
: Munsingwear,.Inc.; J. R. SMirH, Northwestern 
ys- National Bank; J. A. TAUER, Great Northern 
Railway Company; J. B. TEMPLETON, F. H. 
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= Peavey & Company. 
‘h 
, Western Michigan Control 
rt- President, Mr. C. G. PHELPS, Wolverine 
Brass Works. 
Pa. First Vice-President, Mr. C. D. Assort, 
M. Muskegon Piston Ring Company. 
ra- Second Vice-President, Mr. C. F. SPINDLER, 
ng Central Paper Company. 
il Secretary, Mr. WALTER WENNERSTROM, 
Grand Rapids Plaster Company. 
Treasurer, Mr. WALTER F. WINTERHALTER, 
Globe Knitting Works. 
& Directors, Messrs. W. R. HUMMEL, Camp- 
bell, Wyant & Cannon Foundry Company; 
set PeTER KROMANN, Holland-Racine Shoes, Inc. 
N, 
R- MEETINGS OF CONTROLS 
ig- / 
> ATLANTA / he . 
: d to th : 
i , ANNUAL MEETING @Yyed £O Ene MODERN TEMPO 
n- The election of officers for the 1945-1946 j 
0. year took place at the regular monthly meeting i 
of the Atlanta Control, held on June 26 at the °°. =D mes 
Piedmont Hotel. Fridén Fully Automatic Calculators are keyed 
ii- | 
DISTRICT OF COLUMBIA i 9 
" SPECIAL MEETING to fulfill today’s demand for accurate figure 
Members of the District of Columbia Con- 
fz trol took part in two full days of recreation ; . = ee - 
and amusement in the Shenandoah Valley on W ork production. Compute your pay rolls, 
D, June 26-27, for which arrangements had been i 
Ys made by Mr. Earl Bunting, President, and Mr. i 2 ° eas ihe: : 8 
oy deatngyterese, Socemcagalr y tee | tax deductions, inventories, expense distribu- 
tary of the O'Sullivan Rubber Company, Inc., of 
Winchester, Virginia. Mr. Hockman is a direc- . r i : 4 
_ I te of the local control. ‘The itinerary began tions and government figures with unexcelled 


with a conducted tour of the factory and of- 
>- fices of the O'Sullivan Rubber Company fol- d d b 

lowed by a program of sports together with a spee ana a solute accuracy. 
noon-time picnic at the Winchester Golf Club. 
A reception at the residence of Mr. Bunting, ‘iag , 
Gurtield Manor, was followed with dinner Telephone your local Fridén Representative 
at Tokes Inn. 

The following day the members traveled to 7 
Charles Town, West Virginia, where Mr. R. and arrange for a demonstration of these 
J. Funkhouser, Chairman of the Board of Di- 
rectors of the O'Sullivan Rubber Company, 
conducted them on a tour through Claymont i modern calculators, now available to every 
Court and Blakeley, estates which were formerly : 
_ by members of George Washington’s b 
amily. Luncheon followed at the Charles Town j r r Ww = 
Se en ere tiers 0b the Cashes Town usiness. Replace your worn or obsolete cal 
aca aie to returning to Washington, 
. C. Members of The Institute located in the ; ; oa é re 
. Vigna _anogploully Saancinage sta grt be culating equipment with an easy-to-operate 
part in the program. 
i a 
LOUISVILLE |  FRIDEN...learn how the Calculator, not the 
» ANNUAL MEETING 


Members of the Louisville Control of The ror 
Institute held their annual meeting in The Operator...does the " ork. 


Pendennis Club on June 27. The election of 
: officers and directors for the ensuing year was 
‘ =, after —s there was a round table dis- Fridén Mechanical and Instructional Service is avail- 
Ussion period. 


SEATTLE 


Sh allies 


ec ee eee oe 


able in approximately 250 Company Controlled Sales 


ANNUAL MEETING Agencies throughout the United States and Canada. 

Pages pet meeting for the 1944-1945 season 
”as held by the Seattle Control of The In- 7 

BP Site‘on June Se ee the Wacken Mtice WRIDEN CALCULATING MACHINE CO.,INC. 


Club, at which time new officers were elected. HOME OFFICE AND PLANT « SAN LEANDRO, CALIFORNIA, U.S.A. « SALES AND SERVICE THROUGHOUT THE WORLD 
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Department and Specialty Stores’ 
Results Studied 


A resume of the report on operating 
results of department and specialty stores 
in 1943, by Professor Stanley F. Teele, 
which is the twenty-fourth in a series of 
annual surveys prepared by the Harvard 
Bureau of Business Research, and which 
is available from the Bureau at Soldiers 
Field, Boston 63, Massachusetts, states: 


Store managements with a scientific approach 
cannot arrange at will the more ponderable in- 
constants in their operating environment in or- 
der to study the results. The war, however, 
arbitrarily has established a panorama of condi- 
tions which, while they cannot be shifted to 
suit the needs of the student, nevertheless for- 
tuitously provide a vivid new set up for com- 
parative study. The Bureau’s department and 
specialty store figures for 1943, offered as they 
are with corresponding figures for previous 
years, thus make it possible to observe effects 
which before merely could be speculated about. 

The impact of full war conditions was felt 
by department and specialty stores in 1943: 
high taxes; help shortages; merchandise short- 
ages; deterioration in merchandise quality; cus- 
tomer. transportation difficulties; increased and 
more widely distributed purchasing power; 
wide geographic differences in extent of war 
production activity; and government controls 
over expansion, collections, and pricing. ; 

One notable showing of the 1943 figures is 
that department stores were able to pay the 
very heavy federal income and excess profits 
taxes while still slightly increasing their net 
profit rates. Most of the specialty stores in- 
cluded in the survey did not report on federal 
taxes on income. The indications, however, 
are that they too were able to carry the tax 
burden without reducing the net profit rate. 

Federal income and excess profits taxes for 
the 367 department stores covered in 1943 
were 7.7 per cent. of sales as against a figure 
of 5.95 per cent. for the stores reporting in 
1942. The figure of 7.7 per cent., providing the 
federal treasury with roughly $155,000,000 
from these stores alone, represents, of course, 
an unprecedented slice of sales for this pur- 
pose. 

It is interesting then, both for store man- 
agement and for tax specialists to consider the 
1943 tax and profit figures in connection with 
the problem of retail sales taxes as an alter- 
native to income taxes. 

For managements themselves, acute interest 
must lie in consideration of the factors which 
made possible relatively favorable operating re- 
sults in spite of the tax burden and also in 
spite of other operating difficulties, such as 
merchandise shortages and rationing restric- 
tions. 

The explanation of the favorable net profits 
rates is not to be found in increased gross 
margins. The department stores actually 
showed a slight decrease in gross margin per- 
centage in 1943: 38.4 per cent. of sales as 
against 38.7 per cent. in 1942. Though spe- 
cialty stores showed an increase in gross mar- 
gin rate in 1943, it was not large. In 1942, 
substantial price increases were evident but, in 
1943, there was evidence of little such increase. 
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The average gross sales for department stores 
in 1942 was $2.81, and in 1943 it was $2.85. 

Thus the factor which protected net profit 
rate in 1943 was chiefly a decrease in the op- 
erating expense percentage. The total expense 
rate for department stores fell from 32.05 per 
cent. of sales in 1942 to 29.4 per cent. in 1943. 
For specialty stores, the total expense rate was 
33.75 per cent. in 1942, falling to 31.15 per 
cent. in 1943. 

In this area a potent question rises as to 
whether the decreases in expense percentages 
are of a nature which will allow their contin- 
uance, or partial continuance, in following 
years. 

From the evidence, continued low expense 
rates would seem to be dependent on contin- 
uing sales increases. The Bureau’s figures make 
it clear that there was, as shown also in pre- 
vious studies, a firm relation between increases 
in dollar sales and the decreases in operating 
expense ratios. Department stores which had 
sales increases of 30 per cent. or more in 1943 
over 1942, for example, showed a drop of 
4.6 per cent. of sales in total expense rate; 
whereas stores with sales increases of less than 
10 per cent. showed a drop in total expense 
rate of but 1.1 per cent. of sales. In fact, with- 
out exception, the larger the sales increase in 
1943 over 1942, the greater was the reduction 
in total expense rate and in the principal items 
of expense; that is, payroll, real estate cost, 
and advertising. 

The effect of sales increases upon expense 
ratios is emphasized in the experience of the 
smaller stores. As in the past, the total ex- 
pense rate was lower for the small department 
stores. Unlike previous years, however, in 
1943 net profit of the small stores was as 
favorable as that shown for the large stores. 
And the immediate answer lies in the fact that 
the small stores had distinctly higher rates of 
sales increase than did the larger stores. The 
very largest department stores, those with sales 
of $30,000,000 or more, had the lowest rate 
of sales increase of any group, the highest total 
expense rate, and the lowest net profit rate. 
Among specialty stores likewise, highest sales 
increase percentages and lowest expense rates 
were experienced by the small stores. 

As in bulletins for earlier years, the 1943 
bulletin gives detailed operating comparisons 
of stores in differing size groups. 

Whether the favorable expense rates expe- 
rienced in 1943 can be continued if the sales 
volumes reached in that year are maintained 
needs to be considered. The question is: are 
favorable expense ratios dependent on the fac- 
tor of rapid sales increases or are they related 
to sales volume in itself? The Bureau’s studies 
of earlier years have emphasized that expense 
and profit rates are influenced favorably by sub- 
stantial sales increases over a short period of 
time. 

Although the 1943 figures continue to show 
the major decreases in expense rates to be as- 
sociated with rapid sales increases, they also 
show that in that year even the department 
stores with sales increases of less than 10 per 
cent. experienced a drop in total expense rate. 
There were, for these stores with small sales 
increases, declines in Payroll, Real Estate, and 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 








Advertising expense percentages, and actual 
dollar decreases in Advertising, Interest, Sup. 
plies, Service Purchased, Losses from Bad 
Debts, Communication, Repairs, and Deprecia. 
tion. Number of transactions for these partic. 
ular department stores actually decreased 2 per 
cent. in 1943 over 1942, whereas the overal] 
picture for all stores reporting showed 
marked increase in number of transactions in’ 
1943. 

Special conditions produced by the war up. 
questionably helped the store managements to 
hold down dollar expenditures; notably, help 
shortages, restrictions on plant expansion, and 
the willingness of customers to accede to a 
lowering of delivery and other service stand. 
ards. Increased purchasing power occasioned 
by war production activity, of course, found its 
reflection in the increased sales volumes te. 
ported. The overall sales increase for 366 de- 
partment stores reporting in 1943 was 16.3 per 
cent. Over 1942. 

Because war production activity was geo- 
graphically spotty, the rate of sales increase va- 
ried considerably for the various groups of 
stores. All groups, however, whether in areas of 
high war production activity or not, and in spite 
of merchandise shortages, showed sales in- 
creases. Part of such increases can be ascribed to 
the ability of store managements to shift em- 
phasis from one merchandise line or depart- 
ment to another. 

Department stores giving figures to the Bu- 
reau in 1943 were asked to report on depart- 
ments closed and new departments established, 
One hundred sixty seven stores answered as to 
departments closed. Of these, 46 had closed 
a total of 75 departments. Of 156 stores 
answering the question as to departments 
opened, 48 had opened during the year a total 
of 91 new departments. Both the departments 
opened and those closed varied greatly in type. 

Sales by merchandise lines are reported for 

1943 in detail and show, as was to be expected, 
a decided increase in the importance of ready- 
to-wear and a marked decrease in sales of home 
furnishings. 
_ Basement sales of department stores, while 
increasing 8.9 per cent. in 1943 over 1942, 
lagged far behind the increase in main store 
sales, which was 17.8 per cent. These figures 
provide an interesting contrast to the 1942 
situation, when basement store sales increased 
“ slightly higher rate than did main store 
sales. 

It was thought that war conditions, which 
led to shifts in emphasis on merchandise lines, 
might also have led to increased experimenta- 
tion with forms of self service. Data on this 
aspect of department store operation are in- 
cluded in the 1943 bulletin. They indicate 
that even under the stimulus of help shortages, 
self service and self selection methods have not 
been widely used. 

The marked increase shown in 1942 in pet 
centage of total development sales made for 
cash continued in 1943. In that year, 581 
per cent. of total sales were on a cash and 
C.O.D. basis. 

The Bureau in 1943 continued its detailed 
comparison, begun in 1939, of operating results 
by size of store and size of city. It is interest 
ing to find that the 1943 results accord with 
those for the earlier years. The most favor 
able profit position for a department store fe 
mains the one in which the store does a rela- 
tively large volume of business in a relatively 
small community. 
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